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SALES 


CONTROL 


Cards like this—representing each 


on an invoice—can give you the fastest 


most accurate billing you've ever 
And the same cards, run through 


Remington Rand Tabulator, will give you 
the facts and figures you need for sales 


wise, day-to-day decisions and plans. 


Here are some of the reports you'll get... 


reports that will assure automatic 
control: 
@ PRODUCT ANALYSIS 


sales amount, sales cost. 


@ SALESMAN BY PRODUCT .... quan- 


tity, sales amount, sales cost. 


@ CUSTOMER BY PRODUCT .... quan- 


tity, sales amount, sales cost. 


@ TERRITORY BY PRODUCT... quan- 


tity, sales amount, sales cost. 


@ TRADE CLASS BY PRODUCT .. . 


quantity, sales amount, sales cost. 
@ SALESMAN’S COMMISSION ... 


sales amount, commission amount. 


THE FIRST NAME 
iN BUSINESS ELECTRONICS 


. quantity, 


But that’s not all. The same cards are a 
reservoir of information that can be tap- 
ped at will for still other timely and re 
vealing facts ... such as hard-to-get com- 
parison and progress reports by product, 


salesman, territory and cost. 


Yes. Remington Rand punched-card meth- 
ods enable vou to prepare all these records 
quickly, accurately, automatically. They're 
used profitably by an ever-increasing num- 
ber of top management men . every- 
where. 


They can work profitably for you. To. tind 
out how, just call our nearest branch office 
or write Tabulating Machines Division, 
Remington Rand, 984 Bay Street, Toronto. 
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PARTNERSHIP WANTED 
Chartered accountant, under 40, with 
small practice and wide experience, is 
interested in forming a mutually ad- 
vantageous association, on a_partner- 
ship basis, with a chartered accountant 
or firm of chartered accountants in 
need of additional partnership material. 
Box 362, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
Ont. 





ACCOUNTING 
PRACTICE WANTED 
Accountant wishes to purchase small 
practice in Ontario. Box 363, The 
Canadian Chartered Accountant, 10 

Adelaide St. E., Toronto, Ont. 





LONDON 

CHARTERED ACCOUNTANTS 
Seek opportunity to open Canadian of- 
fice, or would consider amalgamation 
arrangement with existing firm. Write 
Box No. 5115, c/o R. F. White & Son 
Ltd., 72 Fleet St., London, E.C. 4, 
England. 





PRACTICE WANTED 
Chartered accountant wishes to pur- 
chase an accounting practice in Sask., 
Alta., or B.C. Partnership or agree- 
ment for succession considered. Box 
365, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 





PRACTICE WANTED 
Two young chartered accountants wish 
to acquire small or medium-sized public 
accounting practice in Toronto district. 
Box 367, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E., Toronto, 
Ont. 





ASSISTANT AUDITORS 
Required for Internal Audit Dept. 
Excellent starting salary and fringe 
benefits. Box 366, The Canadian Chart- 
ered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 
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By Jay Vee 


The “Greeting Card” 
Behaviour of the Human Male 


(Offered as Supplementary Appendix 
Alll 214 to the Kinsey Report) 
ELIEVING that the majority of 
Canadians are unaware of the vari- 

ances in the behaviour of homo Cana- 
diensis, researchers Jay Vee and Ar Vee 
have analyzed the mores of the male 
customers who enter Ar Vee’s gift shop 
and ask for a greeting card to send to 
their spouses or girl friends. 

The follow:ng types of motivation 

were observed to occur: 


DEsIRE FOR CONFORMITY 
Incidence in Boys and Adolescents.— 
92.8° of school-age lads were looking 
for a card “like all the other guys send”’. 

The extreme of this tendency is illus- 
strated by two Cub Scouts who came in 
together and asked for a card “for their 
girl friend”. 

“Don’t you mean girl friends?’’ ques- 
tioned the researcher. 

“No, it’s the same girl. She will be 
12 tomorrow and we each want to send 
our own card.” 

When the first boy had picked out his 
card, the second whispered, “Have you 
He bought 


another one exactly like it?” 
the duplicate. 

Thus by a simple technique of Life- 
manship the second boy avoided the 
trauma of an invidious comparison. 
Incidence in Male Adults.—In adults the 
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desire for conformity is lost in the anxi- 
ety to get the matter attended to as quick- 
ly as possible. Only 2 give the card 
close scrutiny; 66 pass a cursory glance 
over it, while 32 were observed to dash 
off their signature and stuff the card in 
its envelope without looking at it at all. 
Of the latter category a little over 25% 
actually stated: ‘Give me anything. Ill 
take it now and read it after she gets it!” 


INFLUENCE OF SENTIMENTALITY 


In the early years the sentiment is 
undisguised though of only medium 
strength. 

In the next 50-year period (from 15 
to 65) sentiment seems to give way to 
a form of wisecracking which has obvi- 
ously been stolen from Bob Hope. A 
typical pattern of conversation is: 

“Let me have a card to send to the 
ball and chain.” 

“Here is a lovely one for 50c, sir.” 

‘Good night!) Who do you think she 
is — Cleopatra?” 

But a significant change occurs in the 
years post-65, and the emotions play a 
predominant though disguised role in the 
“greeting card” behaviour of the Cana- 
dian male. At this stage money is no 
object, and the larger the satin heart on 
the Valentine the happier is the sender. 
Social pressure no longer forces him to 
conform to the prototype of the phleg- 
matic Anglo-Saxon, although he does not 
want the business world to know that 
he is deviating from the norm. There- 
fore he refuses to be served by the clerk. 
He waits on himself, carefully puts the 
card in the envelope and then tells the 
clerk how much he owes (his honour 
being above question of course). 
(Despite many warnings to quit while 
they are ahead, researchers Jay Vee and 
Ar Vee, are now engaged in a study of 
the “Greeting Card Behaviour of the 
Human Female” and hope to publish the 
results in next month's issue.) 





CHARTERED ACCOUNTANT 
Outstanding opportunity for a man 
with mature judgment and a proven 
record of achievement. 

Chartered accountant’s degree is essen- 
tial and a university degree in com- 
merce is desirable. Should possess a 
sound background of experience in in- 
dustrial accounting preferably in the 
radio and household appliance or elec- 
tronics fields. 
This is a responsible position at the top 
accounting level with a well established 
and progressive Montreal company. 
Initial salary up to $10,000 depending 
on experience and qualifications. Com- 
plete scale of employee benefits includ- 
ing group insurance and pension plan. 
All replies will be treated with strict 
confidence. 

P.O. Box 96, Station B, 

Montreal, Quebec. 





EXCISE TAX 
RULING OFFICER 
$4,980 - $5,700 
for the Department of National 

Revenue at Ottawa 
Details and application forms at your 
nearest Civil Service Commission Of- 
fice, National Employment Office, and 


Post Office. 





WANTED 


Senior student or recent graduate for 
chartered accountant doing a consider- 
able amount of tax work in Windsor 
area. Salary, working conditions and 
prospects above average. Box 364, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 





C.A. AVAILABLE 


Practising Montreal chartered account- 
ant with 15 years diversified experi- 
ence, including taxation, is in a posi- 
tion to represent or undertake engage- 
ments on behalf of other chartered ac- 
countant firms. Box 361, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 
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QUESTIONS and ANSWERS 
AUDITING and THEORY 


By L. Marder, LL.B., C.P.A. 


CLEAR @ CONCISE 
AUTHORITATIVE 










Questions that have been asked 
over and over again in the past, 
and that have appeared on re- 
cent examinations. It will teach 
the C.A. candidate to answer ques- 
tions in a style preferred by ex- 
aminers — briefly and to the 
point. 
AUDITING AND THEORY 
1800 Questions with Answers FREE BOOKLET: Ask for Burroughs 
Cloth—492 pp. ssecar 01090 “Adding Machine Short Cuts'’ — a useful 
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Accounting and Allied Subjects Taught 
TO C.A. STUDENTS 
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on examinations. 
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the office. 
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COMMENT AND OPINION 


The 1953 Tax Conference 
ONE of the highlights of the year 

for growing numbers of chartered 
accountants and lawyers is the annual 
conference of the Canadian Tax Foun- 
dation. The attendance at the Winni- 
peg meeting in November was 275, of 
whom 195 were non-residents of the 
Gateway City. Considering the re- 
moteness of Winnipeg from the great 
metropolises of the east, which were 
very well represented there, those num- 


bers are eloquent of the place which 
the Tax Foundation has won for its an- 


nual conferences. Nor can anyone 
deny that the success is well deserved. 
In smoothness of operation and in 
technique of organization the Foun- 
dation has proved its capacity to profit 
by experience. From the opening gong 
on Monday morning, through the re- 
view of tax highlights, the introduc- 
tion of the main topic for discussion, 
the continuous ebb and flow of discus- 
sion in the round table groups, the 
general session on tax appeals, the 
rapporteurs’ summaries, and the ad- 
dress by the U.S. Commissioner of In- 
ternal Revenue, attention and interest 
never flagged. As Walter Winchell 
would say, orchids to the governors and 
staff of the Foundation. 


That Regulation 1100(4) !!!!! 


a art of the typographer permits 
us no more graphic way than the 
above embellishment to describe what 


must surely be the unanimous opinion 
of the auditing profession upon the 
subject-matter of these paragraphs. Dur- 
ing the past year and from all parts of 
the country we have heard the swell 
of objection and protest gradually rise 
until at the tax conference last No- 
vember in Winnipeg the climax was 
reached in one continuous and _ sus- 
tained note. To put it succinctly: the 
auditors of annual financial statements 
of limited companies do not like regu- 
lation 1100(4) by which the deduction 
that a company may make in comput- 
ing its profits for tax purposes in re- 
spect of the capital cost of its depre- 
ciable assets may not exceed the amount 
recorded by the company in its books 
of account and reflected in its financial 
statements. 


To non-accountants all the fuss and 
bother raised by accountants at what 
appears on its face to be a quite rea- 
sonable and unexceptionable require- 
ment is wholly inexplicable. They 
listen politely, their attitudes indicating 
the strain to which their reasoning 
powers are put in endeavouring to 
grasp the difficulty which is causing 
such furore amongst the accountants. 
And, alas, it must be admitted that 
strain though they may their pains are 
not often rewarded by any sudden or 
delayed revelation. Yet it is of the 
utmost importance that the reason for 
the accountants’ concern should be 
known and understood by non-account 
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ants, for unless there is a wide under- 
standing of the implications of this 
regulation necessary remedial action 
may be long delayed. 

Actually, the explanation is quite 
simple. Every limited company oper- 
ates under the authority of a statute 
which compels it to publish annual fi- 
nancial statements for the information 
of its shareholders; and for the better 
assurance of the shareholders the stat- 
ute further requires that the books of 
account of every company shall be au- 
dited and that the auditor shall report 
to the shareholders whether in his 
opinion the financial statements of the 
company present a true and correct 
view of the company’s affairs and the 
result of its operations for the year. 
If the company’s financial statements 
do not present a true and correct view 
of the actual financial position of the 
company the shareholders and other in- 
terested parties are being misled, and 
if that is the case no self-respecting au- 
ditor can state unqualifiedly that the state- 
ments do present a true and correct view. 
The auditor has no desire to be placed in 
a position where a qualification is neces- 
sary; he desires above all, what is sure- 
ly in the public interest, that the fi- 
nancial statements do present a true 
and correct view of the company’s fi- 
nancial position; and to achieve that 
object he will, where necessary, exert 
his persuasive powers to their full 
extent. But beyond persuasion he has 
no other weapon beyond his right to 
qualify his report or to resign his ap- 
pointment. 


The effect of regulation 1100(4) in 
conjunction with the new reducing bal- 
ance method of capital cost allowances 
at high initial amounts is very often to 
place the auditor face to face with this 
problem. For it is quite frequently the 
case that the statutory capital cost allow- 
ances at the maximum permitted rates 


on the reducing balance method are 
much higher than the proper charges 
for depreciation of the assets to which 
they pertain. Where that is the case, if 
the company insists on availing itself of 
the maximum immediate tax abatement, 
as it has every right to do, its financial 
statements will perforce understate its 
true profit for that year and in a later 
year overstate it. 

Surely this is not to the interest of 
anyone, shareholders, investors, credi- 
tors, lenders, or the government itself. 
Nevertheless, the effect of regulation 
1100(4), which allows companies to ob- 
tain the maximum tax deduction simply 
by writing a figure in a book, holds out 
an inducement of the strongest kind 
to claim the maximum tax abatement 
and thus to misstate the profit. True, 
the auditor can qualify his report — 
and more and more often that is what 
is happening. More than that, much 
ingenuity is being expended by the 
profession to find a way to resolve 
the difficulty so that companies which 
desire the maximum immediate tax 
abatement may have their wish without 
at the same time necessarily misstating 
their reported profits for the year. 

But is all this necessary? What is 
the object which the government hopes 
to achieve by holding out this induce- 
ment to companies to distort their re- 
ported profits? Under an Act which 
imposes a tax on the profits of business, 
the tax itself should play no part in 
ascertaining what those profits are, but 
only come in after that figure is de- 
termined, and not enter into the very 
process of determination with a distor- 
tion of the result. 


The Conference and Tax Appeals 
[I THE vexed question of capital cost 

allowances and regulation 1100(4) 
gave rise to the most sustained protest 
at the Tax Conference, the subject of 
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Comment and Opinion 


tax appeals and appeal procedure was 
a close also-ran. In previous confer- 
ences the new appeal system came in 
for little discussion. At this confer- 
ence the subject was raised again and 
again — and if that was not surprising 
enough the fact that members of both 
professions represented were equally 
vocal was certainly so. It would ap- 
pear that within the past twelve months 
there has been a definite crystallization 
of opinion amongst tax practitioners, 
in the legal as well as in the account- 
ing profession, regarding the new sys- 
tem of tax appeals which was inaug- 
urated by the 1948 Act and which went 
into effect in 1949. 


In the consideration of the question 
“Taxable Income v. Business Income” 
the conference divided into three round 
table groups for discussion, and, accord- 
ing to the rapporteurs, in all three 
groups the view was expressed that 
the present appeal procedure was in- 
adequate and that a tax tribunal should 
be constituted in such a way as to 
bring to bear on tax appeals, especially 
those concerned with the ascertainment 
of business profits, a greater knowledge 
and understanding of business and ac- 
counting principles. | There was no 
consensus as to how this object might 
be achieved, as to whether, for 
example, the decisions of such a tri- 
bunal should be final on questions of 
fact or whether it should be a local or 
an ambulatory tribunal, but certainly 
on the main question there were few 
of no opposing views expressed — in 
the round-table sessions at least. In 
one of these indeed, in that of largest 
attendance, with lawyers and account- 
ants present in approximately equal 
numbers, a resolution was passed — so 
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far as we know the only resolution 
passed at the conference — that the tax 
tribunal should be constituted of law- 
yers, accountants, and businessmen, in 
order to achieve the desired results. 

We have said that few or no oppos- 
ing views were expressed in the round- 
table discussion groups, but that is not 
to say that no opposing view was ex- 
pressed at the conference. In fact, a 
large proportion of one whole after- 
noon session of the conference was de- 
voted to the opposing view. Three 
prepared addresses were delivered at 
the closing business session of the con- 
ference, by an accountant, a practising 
lawyer, and a law school dean, alk 
three of whom independently arrivedi 
at the conclusion that the existing ap- 
peal procedure was, if not entirely 
satisfactory, at least an improvement 
on the former procedure, and that 
a radical change was, as one of them 
suggested, not feasible, and, as the 
other two indicated, not particularly 
desirable. 

Immediately following these pre- 
pared addresses the three rapporteurs 
indicated that the consensus of those 
who participated in the round-table dis- 
cussion was, as we have mentioned 
above, quite to the contrary. It was 
in these circumstances rather unfortu- 
nate that time did not permit any dis- 
cussion from the floor, whence we are 
sure the unanimous view of the three 
speakers would not have gone unchal- 
lenged. 

For what it is worth, we humbly offer 
the suggestion that if a controversial ques- 
tion is to be aired at a future tax con- 
ference, the speakers should be deliber- 
ately selected with a view to the presen- 
tation of all aspects of the subject. 








Suspicion: 


Cause of Misunderstanding 


By N. R. Moran, B.Com., C.A. 


Three points require clarification if the 
public and businessmen are to understand financial statements 





C HAS ALWAYS been a puzzle to 
accountants why the general public 
cannot understand financial statements. 
After all, they are made up of nothing 
more than numbers from one to ten. The 
only mathematical manipulations requir- 
ed to read them are those of addition and 
subtraction which the reader learned in 
Grade Six. Where then is the difficulty? 
What is so hard about that? 


The Problem 


To view something from anyone 
else’s point of view it is necessary to 
“get into his mind”. Choose whom 
you wish — doctor, farmer, carpenter, 
or even “successful businessman’’ — 
and examine what is in his mind on 
the subject of business. His predomi- 
nant attitude is “suspicion of large 
companies”, followed closely by “sus- 
picion of all business”. 

Most people, and this may even in- 
clude some professional accountants, 
distrust large companies. The larger 
the company, the greater the distrust. 
This suspicion tapers down through 
smaller companies to individuals or 
partnerships who are “small business”. 
The tapering off takes place at a higher 
level in the mind of the professional 


accountant than it does in the minds of 
the others. Nevertheless it is in the 
minds of all in greater or lesser degree. 


When a large company, particularly 
one which buys from two or more 
subsidiaries and sells to others, reports 
a loss, do you believe it? If at about 
the time the loss is reported the com- 
pany asks for an increase in rates, or is 
in process of negotiating new labour 
contracts, or is applying for a govern- 
ment subsidy, does it not strengthen 
your conviction that the figures re- 
ported are to be regarded with suspi- 
cion? Does the thought not cross your 
mind that there may be something con- 
cealed? 


As the Non-Accountant Sees It 


Now when an accountant thinks of 
concealment he knows its limitations 
and he realizes that if he (by permis- 
sion) extends his examination far 
enough, he can eventually draw up a 
complete picture of the whole. Let him 
put himself in the position of a non- 
accountant who does not distinguish 
between concealment and outright sup- 
pression. An accountant knows that if 
he digs back far enough any profits 
made must show up somewhere. The 
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Suspicion: Cause of Misunderstanding 


non-accountant does not. To his way 
of thinking profits can be concealed 
forever by bookkeeping devices of 
which he knows nothing. To him the 
simplest way of concealing profits is to 
conceal assets. If this seems incredible, 
pick up any balance sheet and ask him 
where the reserves and surplus are. 
The chances are that he will tell you 
that they are hidden funds not shown 
on the balance sheet. 

Now go further into his mind. Be- 
sides his suspicion and his idea that 
profits can be concealed, he has an- 
other thought: all businesses do their 
best to evade income tax by means of 
suppression or inter-company transfers. 
He is not too clear how inter-company 
transfers accomplish this but he knows 
that they “get rid of the money”. 


He has now arrived at a state of 
mind where he is unwilling to believe 
any of the figures presented on finan- 
cial statements. The profit is made up 
of cooked figures and the balance sheet 
does not show all the funds so why 
bother to look further? Why try to 
make sense out of figures that are either 
false or incomplete? 

Grant for the moment that it is his 
suspicion of business, plus ignorance 
of bookkeeping, which prevents him 
from even making an attempt to under- 
stand the financial statements of others. 
It still does not explain why the “‘suc- 
cessful business man” quite often can- 
not understand his own financial state- 
ments. I believe that the reason for this 
is also suspicion, but of a different sort. 
In this case his suspicion is caused by the 
factors in his mind which he does not 
see reflected in his accounts. He there- 
fore doubts that “everything is in the 
books”. He thinks that his accountant 


is probably well trained in the science 
of accounting but that he is not a busi- 
ness man and through his ignorance of 
actual business leaves out figures which 
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really should be in the accounts. 


As you can probably guess, the missing 
figures are: 
appreciation of fixed assets; 
interest on his invested capital; 
wages for his time. 
Illogically, rent on owned real property 
does not seem to enter the picture. 


These are very important considera- 
tions to him. The questions constantly 
in his mind are, “Shall I sell out or 
carry on?” and “Is my business paying?” 


Importance of 
Realizable Values 


Realizable values are therefore quite 
important to him. When he sees that 
the fixed assets on his balance sheet are 
shown at cost (less an allowance for de- 
preciation which only confuses him fur- 
ther), he is more apt to attribute this to 
ignorance on the part of his accountant 
as to what present day values are rather 
than to any such academic consideration 
as producing figures showing the truest 
measurement of income. After all, he 
might want to show his balance sheet to 
a prospective purchaser tomorrow and 
he sees no reason why the figures shown 
to him as the proprietor should vary from 
those which might be prepared for a pur- 
chaser. 

When he asks, “Is my business pay- 
ing?”, he means, “Does it pay me for 
my time, plus interest on my invest- 
ment, plus a profit?” When he sees 
no provision for these in the accounts, he 
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is again apt to attribute the omissions to 
lack of realization of the realities of 
business on the part of his accountant. 
These two items must certainly be con- 
sidered in determining whether the busi- 
ness is worth carrying on so why should 
they not be shown in the accounts? 

To sum up: the attitude of the general 
public is that the financial statements 
of business in general and large com- 
panies in particular are to be regarded 
with extreme suspicion; one’s own finan- 
cial statements are of course above sus- 
picion but several adjustments must be 
made to take care of what the account- 
ant has left out. 


The Solution 


It seems that professional accountants 
must clarify and publicize three facts: 

1. assets cannot (barring fraud) be con- 
cealed; 

2. the word “profit” as used by the ac- 
countant does not mean the same 
thing as when it is used by an econo- 
mist, nor even necessarily the same 
thing as when used by the business 
man; 

3. the end goal of accounting is the 
measurement of profit, and assets 
(with the exception of cash and 


claims to cash) should be looked up- 

on as merely deferred charges against 

income. 

Point one does not seem to present 
any difficulty of explanation 

Point two can be resolved by demon- 
strating that the profit can be broken 
down into its component parts without 
actually making book entries. As a 
last resort, book entries could be made 
proving in black and white that the end 
result is the same. 

Point three presents an admittedly dif- 
ficult concept for a “‘practical’’ man to 
grasp. His solid buildings and equip- 
ment have suddenly become something 
ephemeral, merely deferred charges to 
expense. However, that same practical 
man, once he fully understands that fi- 
nancial statements can present either a 
balance sheet that derives from a true 
measurement of income or a statement 
of meaningful values, but cannot present 
both simultaneously, will see that he has 
a simple choice. Having made his choice 
he must put up with its limitations. 


The clarification of these three points 
should go a long way toward eradicating 
suspicion of financial statements in the 
mind of the general public. 
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Variety in the 
Concept of Income 





By A. C. Littleton, C.P.A. 


Professor (Emeritus) of Accountancy, 
University of Illinois 


The development of 
the concept of income over the centuries 





i: igen must be a concept of income 
(or profit) bound up in the tech- 
nology which we call accounting. This 
is true because the word accounting now 
carries the connotation of a technology 
resting on ancient Italian double-entry 
bookkeeping. And because the unique 
contribution of double-entry (i.e., the 
integration of real and nominal accounts) 
was, and is, focused upon the computa- 
tion of enterprise net income. 

Accounting was gradually perceived 
to be a systematic and widely useful 
method of classifying concrete money 
facts. But it needs to be emphasized 
that later adaptations of this methodol- 
ogy to uses wherein accountability rather 
than profit is the objective do not change 
the fact that some concept of income is 
basic to this technology even under these 
circumstances. Adaptation meant that 
variety in the concept of income was 
inevitable, with attendant possibilities for 
confusion. 


Antecedents of 
Income Determination 
In the sense of useful record-keep- 
ing, something akin to accounting was 
in use in England before double- 


entry was known there. On the landed 
estates of the sixteenth century very 
elaborate accountability records were 
kept by separate operating departments 
— farm, kitchen, bakery, etc. Internal 
check between departments was fully 
developed; expenditures were budgeted 
in advance; the resulting records were 
carefully summarized and annually 
audited. The summaries (financial 
statements?) were in the form we 


know as “charge and discharge” — that 
is, reporting details which say: “I am 
accountable for —”; “I discharge my 


responsibility in these ways —’’. Clear- 
ly this was not an accounting calcula- 
tion of net income. 


Commercial profit was of course not 
unknown in seventeenth century Eng- 
land, but it was not calculated for equal 
time periods. This was the day of the 
great trading companies — East Indies 
Company, Hudson’s Bay Company, and 
others. The trading voyages of the 
East Indies Company, for example, 
were joint ventures. The contributing 
members divided the proceeds from 
the sale of goods brought back from 
foreign lands. Profit could be calcu- 
lated by each partner from his own 
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original costs and the final proceeds. 
This was profit in the true sense of the 
word rather than income. It was the 
result of liquidation; it measured the 
net of a closed venture, not a periodic 
calculation from continuing operations. 


The calculations of accountability in 
the feudal estates were annual and the 
records were continuous, but the activi- 
ties were not commercial. The calcula- 
tions of an individual’s profit upon 
liquidation of a trading venture were 
related to commerce, but were not 
based on continuing records. It was 
the Italians who, over many genera- 
tions of evolution, succeeded in com- 
bining these two elements. Italian 
double-entry bookkeeping provided a 
continuing record of commercial trans- 
actions. This made it possible to make 
interim calculations of operating net 
income whenever desired. It does not 
change this characteristic of double- 
entry that the accounts were seldom 
closed annually. The merchant could 
see the accumulating results at will by 
looking into the main accounts in his 
ledger. 


Relevance of Italian Double-Entry 


The third idea of income is found in 
Italian double-entry — that of a con- 
tinuing, interrelated flow of revenue 
and expense associated with a continu- 
ing commercial enterprise under man- 
agement. The records of the day in- 
cluded real accounts, particularly debts 
receivable and debts payable, and nomi- 
nal accounts (goods, expense) that were 
closed into a profit and loss account 
and thence into capital accounts as at 
present. The origin of the balance 
sheet was a “balance account”. Herein, 
particularly when the personnel of a 
partnership changed, were assembled 
by transfer entries the balances of the 
several real accounts remaining open 





after all nominal accounts and the pro- 
fit and loss account had been closed. 


Several aspects of Italian double- 
entry should be noted because of their 
relevance to this third idea of income. 


1. This method did not involve an 
appraisal calculation of net worth as 
of two different dates; it therefore did 
not reflect a concept of income as an 
appraised increment in property values. 
It used historical cost not for anyone’s 
convenience but for the reason that 
cost represented money capital invested 
(risked) the measured money outcome 
of which, when compared with histor- 
ical cost, would make it possible after 
the fact to judge the wisdom of having 
taken the prior investment risk. 


2. The familiar sequence of entering 
transactions and closing the accounts 
was used from the fifteenth century. 
This sequence of methodology was 
closely related to the main contribu- 
tion made by double-entry. 

The primary contribution was not 
that of securing equality of debit and 
credit in journal entry or in the trial 
balance. It lay in the integration of 
real and nominal accounts. It is this 
“invention” that makes it more ration- 
al than convenient to record the same 
transaction fact in two categories. It 
is integration between the two major 
groups of accounts that causes the 
capital statement and the income state- 
ment to tie into each other. The larger 
significance of this tight interrelation- 
ship is clear when we note that here, 
for the first time, was a method for 
systematically and continuously record- 
ing the interaction of capital on income 
and of income on capital, thus making 
it possible to observe the separateness 
and the interrelation of finance and 
operation. Obviously a very funda- 


mental process had been devised. Its 
fundamentalness is more clearly visible 
now than at its beginning. For that 
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early foundation still lies beneath mod- 
ern accounting in a setting of com- 
plexity utterly inconceivable in an 
earlier day. 

The next three hundred years 
showed little change in double-entry 
itself. This was the time of its slow 
spread throughout the world. Gradual- 
ly, and ultimately completely, double- 
entry replaced accountability records 
(charge and discharge); and continu- 
ous (i.e., periodic) calculation of in- 
come replaced irregular calculations of 
the liquidation profit of terminable 
ventures. 

Early Concepts 
of Income and Profits 

Late in the eighteenth century a di- 
rect statement was made in Adam 
Smith’s Wealth of Nations to the effect 
that profit could arise only if “goods 
changed masters”. This idea we now 
call the realization principle; it seems 
as reasonable under the new name as 
under the old phraseology. By infer- 
ence both expressions include the idea 
that unrealized value change does not 
generate profit or loss. Before realiza- 
tion, price change only hints that profit 
or loss may eventually materialize. This 
inference, so plainly lodged in the 
British economist’s phrase of 1776, 
gained support in the English courts in 
1870 and again in 1894, in cases which 
ruled in essence that price rise and fall 
did not affect profit available for di- 
vidends. 

Another idea, developed in the early 
days of British railroads, involved a 
concept of profit radically different 
from the one now associated with the 
use of historical cost and the amortiza- 
tion of fixed assets. The traditional 


British double-section balance sheet 
originated at this time. It was accom- 
panied by a replacement doctrine about 
the way to account for fixed assets. 
That is to say, maintenance cost and 
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replacement items were charged against 
revenues; periodic amortization of 
original investments in fixed assets 
was not used. 


Several reasons might account for 
these practices. Possibly engineers 
held the opinion that wear was not cur- 
rently measurable. To economists loss 
from wear would not be considered as 
currently realized since goods did not 
change masters. The idea that fixed 
assets represented capital permanently 
sunk in the enterprise no doubt had a 
legalistic origin. By analogy a business 
enterprise would be considered similar 
to a landed estate. The law of estates 
and inheritances had long before estab- 
lished the concept of corpus and in- 
come — the one being the claim of the 
remainderman, the other measured the 
interest of the life tenant. In order 
to do justice to the basic intention of 
the testator, the corpus had to be main- 
tained intact. As a consequence, in- 
come to the life tenant could only be 
an excess of estate revenue beyond the 
amount necessary for maintenance of 
the physical corpus. On this basis, with 
a railroad considered analogous to a 
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trusteed estate, it would be reasonable 
to treat fixed assets as “capital per- 
manently sunk” (corpus) which would 
be as useful as ever if parts were re- 
placed as needed. Until replacement 
was necessary, enterprise revenue, still 
under the analogy to estates, would be 
available for dividends after deduction 
had been made for actual operating ex- 
penses. In other words, fixed assets 
would not be considered to create op- 
erating expense merely by being in ex- 
istence and use. 


In all probability enterprise manage- 
ment also had its reasons in support of 
the prevalent concept of enterprise in- 
come (i.e., income calculated by re- 
placement accounting rather than 
amortization accounting). Amortiza- 
tion could easily have seemed highly 
artificial and unrelated to operating 
expenses. Not a few people are still 
inclined to lay considerable stress on 
“out-of-pocket” expense and to look 
upon fixed asset cost amortization 
into expense as “mere bookkeeping”. 
Furthermore, dividends for railroad 
stockholders were particularly hard to 
earn in the early days, even without 
amortization being treated as an ex- 
pense long before replacement became 
necessary. 


Such ideas could spell out justifica- 
tion of the then prevalent concept of 
cost and net income. Sometimes today 
the thought is advanced in the United 
States that the avoidance in England 
of the use of amortization of historical 
cost indicated a conscious intention in 
the accounting calculations to match 
current money prices for fixed asset ex- 
penses with revenue of similar pur- 
chasing power of the day. The idea 
could be of an ex post facto rationaliza- 
tion of the known practice, since there is 
little in the literature of the time indi- 
cating that this kind of justification was 
then influential. 


In view of the variety of concepts of 
income in Europe, it will not be sur- 
prising to find a variety in the United 
States as well. 

Early in the nineteenth century cor- 
porations were chartered individually, 
each by a separate act of a State legis- 
lature. By the terms of some of these 
charters dividends were restricted to 
“clear profit’, by others to “actual 
profit”. Apparently these phrases would 
mean (1) profit clear of cost, expense, 
loss, or (2) profit actually realized, not 
mere anticipated profit. 

Such meaning would still be quite un- 
derstandable. Yet in 1825, when New 
York State passed the first general in- 
corporation law, dividends were there 
limited to “surplus profit’. Thus, a 
third idea was introduced, and as always 
variety made for confusion. Did the 
new phrase mean excess of gross income 
over cost and expense? Profit after de- 
ducting reserves and appropriations for 
retained earnings? Dividends out of re- 
tained prior earnings plus or minus cur- 
rent operating net? In what way was the 
new phrase better than the other two? 


A century later the New York statute 
had dropped the noun “profit” and made 
the adjective “‘surplus” into a noun. Di- 
vidends were to be from “surplus”. In 
retrospect, the change seems to have been 
ill-advised and its reason for being is not 
clear. Is it significant that the change 
was made in the booming days of the 
1920’s, when revaluation of assets was 
of frequent occurrence? Did such ap- 
praisals produce a credit to “‘surplus’’? 
Was the balance of surplus, thus in- 
creased, available for cash dividends? 
Was this new dividend base introduced 
into the law at this time by accidental co- 
incidence ? 

It is not necessary to search for an- 
swers; possibly there are no answers. But 
whatever the reason for the terminology, 
it did not survive for a century as did 
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the term “surplus profit’. Before many 
years, lawyers and accountants, each in 
their own way, showed that they favour- 
ed limiting cash dividends unmistakably 
to “earned surplus”. Thus, at long last 
in the 1930's, some of the variety of con- 
notation lodged in the phrase “surplus 
profit” in the 1825 statute was to some 
extent clarified. The phraseology of the 
1930's seems to intend to refer again to 
profit rather than surplus. By using the 
adjective “earned” it tells us (1) that ap- 
praisal credit is not included, (2) that 
both prior retained earnings and current 
net are available, and (3) that both the 
fruits of operating activities and the ex- 
cess proceeds from sale of fixed assets are 
to be considered available for cash divi- 
dends. 

Two points may be noted in connec- 
tion with the last item above. It is in 
accord with the idea of taxable income 
expressed by statute and by the Supreme 
Court (income and gains from whatever 
source derived). Or perhaps it should 
be said that the over-all concept of 
realized gain as income has always been 
the view typically held in all sections of 
American opinion. In contrast, it is 
characteristic of British opinion to treat 
capital gains as distinct from operating 
gains. 


Modern Concepts of Income 


Ideas about the concept of income 
are more sharply than ever under de- 
bate in America today because of the 
impact of a devalued currency and sev- 
eral years of sharply rising price levels. 
The issue concerns the choice between 
two ideas: (1) Income is the spread 
between historical cost and revenue 
from current sales; (2) income is the 
spread between current cost prices and 
revenue from current sales prices. 

Only brief consideration of this issue 
can be given here. A few comments 


may be in order, however, in the set- 
ting here provided of variety and 





change of concept over a long period 
of time. 


The question is at base one of the 
connotation of the word “realize”. 
Realization was clearly a feature of 
Italian double-entry of the fifteenth 
century, since it made use of invested 
cost and not appraised valuations. It 
was also a feature of the thought in 
eighteenth century economics as shown 
by the phrase ‘“‘goods must change mas- 
ters”. These ideas were generated by 
thinking about business enterprises. In 
later years, however, economic reason- 
ing came to be focused strongly on the 
individual person, and today upon so- 
ciety as a very large group of individ- 
ual persons. A person and a society do 
not “realize income”; personal and 
social “well-being” is the key-note. A 
typical leading question of today asks, 
“Can a person’s money income measure 
his state of well-being?” Since his cost 
of living is a critical factor in his well- 
being, his money income is significant 
to the individual primarily in terms of 
its purchasing power. Social econo- 
mists therefore are very much concern- 
ed with statistics which reflect the re- 
lationship between wage incomes and 
costs of living. 


This interest is natural and under- 
standable since men everywhere work 
in order to consume. And anyone de- 
sirous of improving the ratio of work 
to consumption will want to observe, 
and perhaps try to influence, that ratio. 
But thinking that is appropriate to an 
individual's well-being cannot be equal- 
ly appropriate to a business enterprise. 
The analogy is not close enough to 
permit safe reasoning by analogy. The 
enterprise is an institution; it works to 
produce, not to consume. “Purchasing 
power” ratios are not there as signifi- 
cant as for individuals; purchasing is a 
relatively small phase of productive en- 
terprise. Since most of the property 
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held is not kept for exchange, its value 
in terms of possible current selling 
price is not constantly an issue. 

Because the enterprise is focused 
toward production, the chief question 
before its management is not whether 
physical capital is being maintained 
but whether the capital in hand is being 
effectively employed in production. Ef- 
fective employment can only be judged 
after the fact. Hence it will always be 
necessary for those who decide to risk 
capital, in asset form or as cost or ex- 
pense, to be able later to know the 
dollars previously invested (risked) in 
order to appraise the prior decisions 
when its fruits, in dollars, become 
known. “Purchasing power” account- 
ing would not provide figures for prior 
invested costs that management could 
study. Management needs double-entry 
account data (historical cost) in order 
to make this backward appraisal of 
managerial decisions. If additional in- 
formation is desired it should be sup- 
plemental, that is, provided outside the 
framework of historical cost double- 
entry. 

The present debate therefore is one 
of concepts rather than of managerial 
objectives or record technology. Ac- 
counting has proved itself a very flex- 
ible instrument; it is able to incorporate 
a new methodology if the conceptual 
objectives are acceptable, that is, if new 
ideas do not negative the continuing 
usefulness of existing ideas and ob- 
jectives. 

There is good reason for believing 
that the spread between current re- 
placement costs and current revenue is 
not net income to an enterprise. The 
reason is that realized price rise is one of 
the inseparable elements of the meas- 
ured results of effective enterprise 
management. 


Income calculations guided by the 
presently generally accepted concepts 


are not unrealistic in fact or ideology. 
They may seem unrealistic however to 
one who does not know, or accept as 
rational, the basic ideas that underlie 
existing accounting methods. Perhaps 
that unwillingness to accept prevailing 
ideas as sound accounting may be due 
in part to a confusion of realism for 
an individual person and realism for 
a business enterprise under manage- 
ment. It could also be influenced by a 
belief that accounting, as a pliable duti- 
ful servant, should make calculations as 
desired. 

People who know the inside picture 
of accounting ideology and see aspects 
of a profession in all applications of ac- 
counting will not be easily influenced 
to reason about an enterprise as if it 
were an individual person or to accept 
a doctrine of subservience on the part 
of professional accountants. 


The current debate on income con- 
cepts is clearly part of a continuing 
process of examining into the inner 
structure of accounting ideology that 
has been a long time in the building. 
Debate is a road to progress. And 
whatever the outcome presently, prog- 
ress will result, if not at that time, 
then later when and if the facts of 
debate, after trial, have to be revised. 
It was made evident above that .some- 
thing like trial and reversal appeared 
in connection with the concept of a 
proper dividend base. 


Variety of concepts we have had and 
still have. It would be well for us to 
keep this fact in mind because variety 
will persist, and persisting will consti- 
tute a continuing basis for misunder- 
standing. To the extent that we are 
able to appraise rationally and fully the 
significant differences between con- 
cepts, we will be better able to exercise 
good judgment as individuals and per- 
haps now and then help to clarify the 
thinking of others. 
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Present Personal Views of 
Chartered Accountancy as a Vocation 


A panel of opinions given before the 
Maritime C.A. Students’ Conference in Moncton last June 





VIEWS OF A PRIMARY STUDENT 
By D. F. Belliveau 


I WOULD like to start by taking you 
back into time about a year and 
a half ago. 

There I was, Don Belliveau, sitting 
in mathematics class and working as 
usual, when in walked our vocational 
guidance teacher. He told the class 
there was a career conference on the 
subject ‘Vocation: Chartered Account- 
ant” in the library after school. A 
low murmur then came over the class 
and the question about the room was, 
““What’s a chartered accountant?” The 
answer was obviously “I don’t know, 
let’s ask John”. John sat near us. Of 
course, John did not know. I asked 
my brother at lunch time, and, being a 
banker, he was able to give me a 
vague idea of the profession. Wishing 
to take all the opportunities I could 
to find a vocation for myself, I 
decided to attend the conference. Well, 
after graduation, I thought I might like 
this type of work, and I applied for a 
position at a chartered accountant’s 
office. After nearly a year at this type 
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But 


of work, I like it very much. 
the point I would like to bring out 
here is the fact that our respective 
Institutes are not doing enough ad- 
vertising. Most of what is known of 
the profession has been learned by 
word of mouth. I believe that ap- 
proximately 75% of high school grad- 
uates eligible to become students in 
a chartered accountant’s firm have no 
knowledge of the profession at all. 
Small leaflets, showing a C.A. at work, 
with a little explanation and literature 
on the life of a C.A., may start a 
larger number of young fellows out on 
a career as did my inquisitiveness for 
me. 


What’s In It? 


Since that day in a classroom a little 
Over a year ago, my views have changed 
and new ones have been added. In 
presenting my present personal views 
I thought it best to follow the main 
line of thought through two channels: 
first, what I see in the profession for 
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the C.A. student today, and secondly, 
what I see for him as a C.A. in the 
future. 

Looking at a C.A. student today, I 
see a great chance for a good sound 
training. After being a student for 
only a short while, one can accept 
responsibility. Some day a senior comes 
up and says to a student “Will you 
post this ledger for me?” The senior 
is depending upon the student to have 
the postings of the ledger correct in 
order that he may prepare a set of 
financial statements. Accuracy is an 
important point to stress here. One 
has to be neat both in his personal ap- 
pearance and in his work. As a student, 
one picks up an unevaluated amount of 
business language and also has a good 
insight into business management. 
Speaking for myself, I have learned 
something from just listening to two 
or three senior students discussing 
points which come up in their account- 
ing and audit work. 

Even with these advantages, there 
are bound to be a few disadvantages. 
Studies, . . . well, you all know what 
i mean and I think I can safely say 
that the wives and girl friends abstain 
from participating in social activities 
as much as the men do. I believe they 
deserve as much credit for the success 
of the men as do the men themselves. 
Then, there is the absence from town 
in the busy season. Many a time one 
can be called away on a job unexpected- 


ly, often forestalling previous plans. 
In some areas small pay is another dis- 
advantage to mention. It may seem 
inadequate for the first few years, but 
will soon change. In my opinion these 
three disadvantages are the ones most 
discussed and thought about by the 
student body. 


Afterwards the Glory 


After a student has completed his 
studies comes the glory of being able 
to put “C.A.” after his name. This 
means a great deal, for he is now quali- 
fied to go out into the professional 
world and put into practice, for his 
own good, what he has learned in the 
past five or six years. He is now able 
to do a number of things: he may go 
to another firm of chartered account- 
ants or stay with the one in which he 
has served his apprenticeship and prac- 
tise public accounting, or he may open 
his own business and continue to do 
the same. If he does not care to prac- 
tise public accounting he may take up 
administrative accounting with some 
industrial firm. Taking a quick look 
at Canada, we see an economic growth 
slowly increasing to a financial boom. 
This, together with the development of 
many new industries, will call for many 
skilled financial experts both in these 
new industries and in the Government 
of Canada. Many of the openings for 
these financial experts will be filled by 
C.A.’s. These C.A.’s may some day be 
you or I. Still another way of using 
a C.A.’s degree is to teach in a schooi 
Or university. 

Keep in mind that aspect of the pro- 
fession which affords a feeling of se- 
curity and respect. The idea of being 
a C.A. is to be a good C.A., to be 
better than the next man. In this way 
you will win many friends who will 
respect you. In being a good C.A. 
you will be trusted by everyone. With 
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Canada’s growth and the ever-increas- 
ing demand for skilled accountants, as 
I mentioned before, surely, if you 
possess the qualities of a good citizen, 
you will be chosen to fill a position 
in any firm rather than another ac- 
countant with a less reputable character. 
Again, once you have received your 
C.A., the salary which you can demand 
will be at least four-fold that with 
which you started as a junior. The 
reason for this is that some of the 
boys do not have the aptitude and still 
others do not study hard enough to 
pass the exams; therefore, with only a 
few receiving their degrees each year, 
it makes it difficult sometimes for the 


Institutes to meet the demand of the 
public for accountants. 

These views, as you know, are my 
own, and I imagine that yours will 
probably differ from mine on some 
points. 

In closing, I just want to say one 
thing. In a few years most of you 
listening to me now will be C.A.’s. 
I hope that you and I will be able to 
keep the respect for the Institutes 
which has been built up by those who 
have gone before us in the past few 
years; also, that we will continue to 
make progress in accounting principles 
in the future. 


VIEWS OF A FIFTH YEAR STUDENT 
By D. C. Macdonald 


I THINK it might be profitable to 

dwell for a moment on my earliest 
impression of the chartered accountant. 
In the vicinity of 1941, a student with 
a firm of chartered accountants asked 
me if I had considered the profession 
as a career. I dislike admitting it, but 
at that time I knew nothing of the 
training for the profession or of the 
work of the chartered accountant. I 
had heard the echo of some students’ 
grumblings of long hours and little 
pay. From these I drew a mental pic- 
ture of Chas. Dickens’ “Uriah Heap” 
perched on a tall stool, working until 
small hours of the morning adding and 
balancing long columns or figures. In 
school, the teachers appeared to know 
very little of the “chartered account- 
ant”. Contacts with members of other 
professions were made frequently 
and hence these professions created 
stronger impressions at a time when 


most young people were attempting to 
decide what they wanted to be and do 
in the future. 


Attracting Students 

I dwell on this because I have heard 
and read recently that there is at pres- 
ent a shortage of student applicants 
of the proper calibre in Canada today. 
Also during the past few years, I have 
met several young men whom I be- 
lieve would have become good charter- 
ed accountants if they had known more 
of the profession before they became 
established in another field of en- 
deavour. If young men having the 
necessary qualifications to become 
chartered accountants are needed to fill 
various ranks in the profession, then 
those young men must first be attracted 
to the profession. One manner in 
which this might be accomplished 
would be through increased contact 
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with educational authorities and teach- 
ers so that they will have a greater 
understanding of the vocation and its 
advantages. Members of the profes- 
sion might also undertake discussions 
with student bodies. Too, the C.A. 
student must remember that in his re- 
lations with the public, as well as 
those with the client, he appears as a 
representative of the profession and 
can do much in this direction. 


Why I Chose Accounting 

After several years of training and 
work in the field of engineering, I 
began my training for the profession 
of chartered accountancy with Hud- 
son, McMackin & Company. I chose 
this field mainly for the following 
reasons: 

I wanted to know how the many 
businesses operated and kept account 
of their affairs. I could say that I 
wished to know what made the world 
of business and the people inside this 
world tick. 

From various sources I was given 
to believe that the chartered accountant 
was a person of integrity and was well 
respected by other people and profes- 
sions. I was told that the training 
necessary to become a chartered ac- 
countant was long and hard but well 
worth the time and effort in that the 
fields open to a C.A. were interesting 
and numerous. I was told also that 


the C.A. enjoyed a high standard of re- 
muneration for his services both in 
public practice and in industry. 


I can now say that my views since 
then have not changed but have been 
widened and extended. I have found 
that the work of a C.A. in public prac- 
tice is most interesting and absorbing. 
There is food for thought at every turn 
and one need never fear that his mind 
will grow stagnant when it has to keep 
abreast of current trends, ideas and, 
of course, income tax laws and regula- 
tions. 


There is a great deal of personal 
satisfaction to be had from doing a 
good job for a client and for one’s firm. 
The work is more than a business of 
putting figures together, forming an 
opinion as to their correctness and 
presentation, giving advice and the 
many other services performed by the 
“C.A.” It deals with people, their 
actions, and their reactions, and much 
may be learned from them and from 
their business experience. 


There is the matter of training which 
the student receives in the course of 
his work and his studies. This train- 
ing will stand him in good stead 
throughout his future years if he seri- 
ously adapts himself to his present 
duties. I speak not only of the training 
which the student receives by instruc- 
tion from his seniors and by experi- 
ence on the job but also of the training 
which the student receives by applying 
himself to his studies. I realize only 
too well the difficulty that faces the 
student in meeting his course assign- 
ments during the winter months when 
there is much work to be done and 
deadlines to be met. It is much easier 
to relax after a long and hard day at 
the office, and I must admit that I 
have been delinquent in this respect. I 
do realize, however, the value of study 
and I believe that with the proper 
application the C.A. student’s training 
is second to none. 


§ 
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Liabilities 

What of the liabilities of the C.A. 
vocation? It is true that the services 
rendered to the client impose a great 
deal of responsibility on the firm of 
chartered accountants. Much is expect- 
ed of members of the profession and 
in many cases the C.A. directly shoul- 
ders the worries and cares of his client. 
Then too, the work is exacting, requir- 
ing constant study of new ideas, de- 
velopments, and legislation, and the 
hours are often long. Seasonally, 
members of the profession are away 
from home and their families much of 
the time because of the demands 
placed upon them by their work. In 
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spite of these liabilities, I feel that there 
is much compensation in the experi- 
ence, the sense of achievement for work 
well done, and the monetary remunera- 
tion which the members of the profes- 
sion receive for their efforts. 


During the past five years I have 
felt pride in being a student of a 
profession which is respected by the 
public for its standard of proficiency 
and independence. This standard has 
been attained by its members who have 
continued to study for the advancement 
of the vocation through their work, 
research, conferences, and the training 
of the students under their supervision. 


A RECENT GRADUATE’S VIEW 
By Francis Smith, C.A. 


I AM a chartered accountant today 
more by chance than by design. I 
graduated from high school, worked a 
year, and then went to business college 
before I ever learned that such a vocation 
even existed. Granted I had never given 
this business of auditing any thought, 
nevertheless the first person to bring it 
to my attention was the principal of the 
business college which I attended. He 
knew about chartered accountants because 
they made an audit of the college records 
each year. Even at that his knowledge of 
our vocation was very sketchy. 


An Idealized (!) Picture 
He thought I should become a charter- 
ed accountant because I liked bookkeep- 
ing, and because he knew of several 
chartered accountants who lived in big 
houses. Students, he thought, worked 
hard in the daytime and studied every 


night. They received a meagre allow- 
ance for their daytime efforts, and if dili- 
gent with their lessons they might claim 
their C.A. certificate before they were 40. 
He had no books or pamphlets on the 
C.A. vocation but told me that if I was 
interested in it I should apply for a job 
with one of the C.A. firms. 


What do you think of that? I do not 
believe that the existing chartered account- 
ants were making very much of an effort 
to educate the coming generation on the 
merits and requirements of our vocation. 
It would appear to me that the college 
principal was obtaining most of his in- 
formation from the C.A. students that 
worked on his books. If the chartered 
accountant vocation has something to 
offer, and I think it has, then we should 
see to it that every school-child who is 
interested can know the true facts. We 
should leave it neither to hearsay nor to 
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the misguided or ill-informed to carry 
the good word. Moreover, I understand 
that aptitude tests have been developed. 
These should also be available to high 
school and college students so that the 
men best suited to our type of work will 
be directed into our vocation. The pub- 
lic recognition given to any vocation is 
ultimately based on the skill and integrity 
of the members of that vocation. In 
order, therefore, to perpetuate the good 
name of the C.A. vocation we must en- 
courage good material to join our ranks 
and not just leave it to chance. 


A School of Hard Knocks 


Now that we have selected our stu- 
dent, let us go on to the system of 
apprenticeship, the course of study, and 
the qualifying examinations, all of which, 
I feel, play an important part in the 
development of the chartered accountant. 
Countless criticisms have been voiced on 
these phases of our activities. In this 
generation which is seeking the easy road 
to every goal, we have heard all the 
complaints — the term of apprenticeship 
is too long, the course of study is over- 
crowded, the examinations are too difh- 
cult and the questions unfair! Far be 
it from me to say that our system of 
training is perfect, but basically I think 
it is sound. The apprenticeship, the 
course of study, and the examinations are 
still quite vivid in my mind, and while 
I had my quota of grievances, I still 
feel that the training is without equal in 
its field, and is one of the major factors 
contributing to the high esteem general- 
ly accorded chartered accountants. It 
takes self-discipline and drive to keep up 
with the course of study. One learns to 
be practical in applying theory to every- 
day work. One becomes conscious that 
there are no hard and fast rules to fol- 
low, and one must judge each problem 
on its merits. Yes, our system of train- 
ing teaches more than just debits and 


credits — it is a school of hard knocks, 
so to speak, and I am all for it. It is 
these extras which make the difference 
between a bookkeeper and a chartered 
accountant. 

To be sure, there are flaws in our 
methods of education. I do feel that 
more benefit could be derived from our 
system of apprenticeship, but in this 
problem the employer is not entirely at 
fault. Students should see to it that 
they learn as much as possible from their 
practical experience. The situation dif- 
fers in each firm, but I often wonder if 
closer cooperation between employer and 
student on student problems would not 
result in better students, better C.A.’s, 
and more satisfactory work. With all 
its faults, however, I don’t think any- 
thing can be devised which will properly 
replace a term of apprenticeship to give 
the student the practical experience and 
confidence necessary to make him a good 
chartered accountant. 


“Ethics” Not in Curriculum 


With regard to the lessons, changes 
and improvements are continually being 
made, but one subject which I think 
should receive attention was conspicuous 
by its absence when I studied the course. 
That subject is ‘‘Ethics”. I do know that 
we can take the booklet “Charter and 
By-Laws” and read off all the rules for 
professional conduct. We can memorize 
them if we wish, but is that sufficient? 
I would like to know the background 
behind all these rules. Why was each 
written? What is its intent and pur- 
pose? Is “Ethics” just a code of laws 
to be circumvented by the crafty, or is it 
another word for the Golden Rule — 
“Do unto others as you would have them 
do unto you?” A real straightforward 
lesson on the subject would do much to 
dispel the doubts and suspicions sur- 
rounding this aspect of our vocation which 
is so important to the maintenance of 
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health and dignity within the profes- 
sion. 


It Is Possible to Pass Exams 


As for the examinations, they are 
tough, but it zs possible to make a pass 
mark. If the designation “C.A.” were 
easy to get, then it wouldn’t be worth 
having. Only one thing about the exam- 
inations still puzzles me. Why is so 
much emphasis placed on speed? You 
have to be jet-propelled to complete the 
exams in the required time. I personal- 
ly feel that some of the world’s best 
men are just a little slow in moving, but 
they make up for their lack of speed 
by being thorough. All the time in the 
world will not help the dumb-bell get 
a pass mark, so why spite the man who 
really knows his work, but who is just a 
little slow with the pencil? On the job 
I find that my work is better when I take 
my time. A second thought is often 
more accurate than a snap judgment. 

Having reviewed all the preliminary 
stages, we now arrive with the finished 
product — the chartered accountant. 
What of him, and the vocation of which 
he is a part? 


Practice: the Open Road 

In my own personal experience, I have 
only yet tapped the surface. Possibilities 
seem unlimited. You have heard about 
the opportunities open to chartered ac- 
countants and you received some idea of 
the many ways in which their profes- 
sional knowledge can be put to good use. 
Moreover, I feel that the possibilities of 
the C.A. vocation are just now beginning 
to be realized. We are coming into what 
may rightly be called the accountants’ era 
— and you may be sure that the chart- 
ered accountant is leading the parade. 

Let us not fool ourselves, however, 
into thinking that this is all one big bed 
of roses. All these opportunities are not 
going to be given to us on a platter. 
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Prestige, economic security, and the op- 
portunity to be truly useful can all be 
realized in our vocation, but in order to 
acquire them we must continue to exer- 
cise the self-discipline and drive that 
were so necessary during our yeats of 
training. 

One thing in particular impressed me 
when I started out. As soon as people 
learned that I was a chartered accountant, 
I was automatically accepted into their 
realm. To be sure, a lot of people didn’t 
know just exactly what a chartered ac- 
countant was, or exactly what he did, but 
for some reason they were sure that it 
was worthwhile, and that I was a good 
person to get to know. I did not have 
to go through the struggle of proving 
myself to the world, but instead, I found 
myself immediately faced with the task 
of justifying the trust that had already 
been placed in me. 

This is a compliment to any vocation 
that it has been able to develop a mem- 
bership whose average skill and knowl- 
edge has been of sufficiently high stand- 
ard to become synonymous with perfec- 
tion in its chosen field. The chartered 
accountants have done just that. It now 
rests with us to maintain the trust which 
we have won. 


Responsibilities to the Profession 


We must not treat this task lightly. 
For every benefit derived, there is a 
responsibility to be performed. It is our 
responsibility to live up to the fine name 
of the C.A. vocation. This requires 
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professional skill, honesty, and a stead- 
fast devotion to the principles upon which 
our vocation is based. We are generally 
thought of as being both wise and trust- 
worthy, but other impressions do prevail 
and we would be well advised to take 
note of them. There are those who come 
to us because they think we can “fix” 
their affairs so that they can “beat” the 
Income Tax Office, or achieve other dubi- 
ous ends. There are others who think 
we are members of some ancient secret 
society, restricted in membership, despotic 
in nature, and operated solely for the 
personal gain of the governing few. By 
our acts we can dispel or we can increase 
the misunderstandings which do prevail 
in some quarters. In our attempts to 
improve our vocation, let us never appear 
to be selfish or self-centred. We can 
best serve ourselves by serving others. 
Our present-day society needs the ser- 
vices we can render. Let us give them 


the best and we will receive the best in 
return. 

This may seem to be more of a pep- 
talk than an expression of views on the 
C.A. vocation. I could see no real pur- 
pose, however, in attempting to give my 
opinion of the many opportunities which 
we all realize are available to the C.A. 
I chose instead to give my views on the 
manner in which I feel we should avail 
ourselves of these opportunities so as to 
enhance the name and insure the continu- 
ance of so fine a vocation. I am still 
young and I am particularly interested in 
our future. We must remember that 
nobody is so important that he cannot, 
if necessary, be replaced. By careful 
preparation and honorable practice we 
can maintain and broaden the trust that 
is being placed in our vocation. Let 
us see to it that there is never any 
desire, nor necessity, to replace the 
chartered accountant. 


FIVE YEARS AFTER 
By Erma P. MacPherson, C.A. 


N “East of Eden’’, John Steinbeck’s 
novel published in 1952, there occurs 
a passage: 

Humans are caught — in their lives, in 
their thoughts, in their hungers and am- 
bitions, in their avarice and cruelty, and 
in their kindness and generosity, too — 
in a net of good and evil. I think this 
is the only story we have and that it 
occurs on all levels of feeling and intelli- 
gence. Virtue and vice were warp and 
woof of our first consciousness and they 
will be the fabric of our last, despite any 
changes we may impose on river and 
mountain, on economy and manners. 
There is no other story. A man, after 


he has brushed off the dust and chips 
of his life, will have left only the hard, 
clean questions: Was it good or was it 
evil? Have I done well — or ill? 


I am grateful for this opportunity to 
pause momentarily and contemplate the 
vocation in which we are engaged. In 
our personal and individual lives and 
thinking we tend to overlook or ignore, 
or possibly simply fail to recognize, the 
application of some of our fundamental 
professional precepts to our own way of 
living. Professionally we stress the im- 
portance, the necessity even, of periodic 
examination of. the client businesses we 
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serve. We emphasize the value of state- 
ments setting out operating and end re- 
sults, and, in our increasing professional 
function of consultants to management, 
we may even recognize certain of the 
intangible results and by-products of 
operation in an economy in which busi- 
ness is perforce leaning toward accept- 
ance of various social responsibilities. 


A Balance Sheet of Self 


Seldom, and then usually only under 
the compulsion of the necessity for some 
decision, do we pause to examine the 
achievement and result of a period in our 
own lives. We recognize change but 
seldom analyze or assess it. We would 
be reduced to a condition of professional 
shock and horror were our clients to 
ignore what we regard as the absolute 
necessity for periodical evaluation of 
achievement. Let us in logic recognize 
the parallel value of reviewing periodic- 
ally our own progress in our vocation, 
our reaction to it, our satisfaction or dis- 
satisfaction with it. We must reassure our- 
selves from time to time that the game is 
worth the candle, or if not why not. In 
so doing, beside assessing our own voca- 
tional profit or loss we may perhaps get 
some idea of our vocational net worth — 
it to us, and we to it. Then we may be 
in a position to answer, as regards our 
choice of vocation, Steinbeck’s question, 
was it good or evil? Have I done well 
or ill? 


At the outset, in discussing my view 
of the profession I should like to make 
the point that I do not consider myself, 
either by temperament or way of life, 
an idealist. Nor do I feel that illusions 
should be necessary to the business of 
living. The world is a practical place 
where there is a great deal that is good 
and some that we should like to see 
changed. We, in our relations with the 
world, must recognize and accept it for 
what it is. On the whole it is a nice 





21 


place, inhabited in the main by people 
who are pleasant and attractive, and those 
who are not can to a great extent be 
avoided. It should not be necessary to 
wrap it in any false ideas to make it 
acceptable, nor should we feel let-down 
or disillusioned if occasionally something 
less than satisfactory turns up. On the 
whole we will get along far more hap- 
pily and with many fewer cases of ulcers, 
if we adopt the attitude that the unsatis- 
factory situations are something to be 
helped if possible, avoided for the future, 
and may in fact be largely our own fault. 
In the latter case it is our special responsi- 
bility to do something about it. If there 
is an idealism there, it is a practical 
idealism and not at all one demanding 
an impossible perfection. 

I would like to discuss the profession 
under the several terms: what we may 
expect of it, the profession itself, and 
what it is entitled to expect of us. First, 
what may we expect of the vocation 
under the general terms of satisfaction, 
reward, and security? It is my intention 
to narrow the discussion to my view of 
the public practice of the profession, 
with which I am more familiar than with 
administrative practice. Perhaps, how- 
ever, it is not too much of an assumption 
to suggest that some at least of the com- 
ments may apply as well in the adminis- 
trative field. 


The Inner Satisfaction 


In my opinion public practice as a 
chartered accountant supplies satisfaction 
to a greater degree than I could expect 
to achieve in any other vocation I have 
considered or engaged in. I grant that 
in the early years particularly there is a 
considerable volume of detail work — 
slow, slogging and unsatisfying because 
the ultimate purpose may seem so far 
removed — and that irritations and 
frustrations are all too familiar at all 
Yet these drawbacks are not 


stages. 
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characteristic of our profession alone, and 
they are more than offset by the stimula- 
tion provided by each professional en- 
gagement. Each concerns different prob- 
lems — similar perhaps to many others 
we have encountered but still different 
in content. Few vocations offer the vari- 
ety that we have in performing work for 
businesses of various kinds, with various 
problems, with different clients and their 
staffs, frequently in different places, and 
with the various members of our own 
offices. There is the satisfaction derived 
from accomplishing work of a specialized 
nature which meets a need and serves a 
purpose for our clients, and on the whole 
we can be satisfied with the conditions 
under which we work. If anyone seri- 
ously doubts this let him compare his 
working conditions with those of the 
employees of the first three client busi- 
nesses that come to mind. 

The reward factor should, I think, be 
considered under two subdivisions: finan- 
cial and non-financial. While student 


earnings in the early years are not high, 
students should remember that their earn- 
ing capacity in those years, offset against 
the equivalent cost of the professional 
education and training being acquired, 
would probably result in a deficit rather 


than in the surplus they are receiving 
as emolument. Post-graduate earnings I 
think can best be described by using the 
word “‘‘adequate”. By comparison with 
business and other professions, the aver- 
age practitioner falls into the some- 
what better-than-average earning group. 
I would say that we do better than 
lawyers of equal experience, less well 
than doctors and dentists. Accurate 
comparison with the latter would require 
recognition of their longer and more 
expensive training, but my reference 
is to dollar earnings at equivalent post- 
graduate periods. Comparisons with 
business are impossible within the scope 
of a paper such as this. However, most 
of you will recognize local comparisons 
from your experience in professional en- 
gagements on which you have worked. 
It is my personal feeling that in spite of 
the continuing expansion of the profes- 
sion the professional dynasties are now 
established and that there is less oppor- 
tunity to achieve extremely high earnings 
through public practice. Administrative 
practice, being mainly on a salary basis, 
is also restricted to the better than aver- 
age, rather than to the extremely high 
bracket. If any one is seriously interest- 
ed in dollar profits after a reasonably 
high standard of living is attained, it is 
my belief that he should put his training 
and experience into the field of business, 
industry, or finance rather than try to 
make a quick million in either public or 
administrative practice. 


Non-Financial Rewards 

Non-financial rewards and perquisites 
are quite satisfactorily supplied by the 
increasing prestige accorded members of 
our profession, by the maintenance of 
contacts on a satisfactory level, and to a 
very great degree by the opportunities 
for service in our own professional 
bodies. I cannot mention those without 
expressing my continuing admiration for 
the devotion of time and effort on the 
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Present Personal Views of Chartered Accountancy 


part of the leaders of our profession to 
its service, and the pride we may justi- 
fiably feel in them. Men who are the 
heads of very large practices as well as 
of smaller ones join in contributing much 
valuable time and effort to committee 
and executive work to further the aims 
and interests of the profession. That 
such persons are willing and feel it 
worthwhile to do so gives continual re- 
assurance that the profession is worthy of 
our effort and devotion. 

The third factor in this personal assess- 
ment of the C.A. vocation — its future 
— is connected with the view expressed 
on financial return. As one is better 
than average, so is the other insofar as 
financial security is concerned. On other 
points, there is no apparent indication of 
any diminution in the need for the ser- 
vices of chartered accountants. On the 
contrary an increased demand for persons 
with such training continues in the vari- 
ous fields of practice, business, and in- 
dustry. Further, it is not a vocation in 
which earning capacity is likely to be 
reduced at an early age. Frequently, 
moreover, it leads to other opportunities 
which are attractive as alternatives or as 
semi-retirement situations. 

To summarize my view of the personal 
returns, I feel that the satisfactions of the 
work far outweigh the undesirables, that 
financial return while not munificent is 
adequate, and that it offers a reasonably 
secure future. , 

Now, I wish to go on to my personal 
views of the profession itself. 


What Should It Mean to be a C.A.? 


With all due regard for what it means 
to be a chartered accountant, I am much 
more concerned with what I feel it should 
mean. I think that we, as a group, are 
falling below the standards conceived by 
the founders of the profession. Perhaps 
the extremely rapid expansion in num- 
bers of C.A. admissions in the last ten 





23 


years accounts for it. With the rapid 
influx and increased demand for account- 
ing services a weakening of the emphasis 
on standards could easily develop. I do 
not feel that this weakening of emphasis 
has been apparent in training, which is 
constantly under revision, but it is obvi- 
ous in selection of personnel, workman- 
ship, and attitude. Much attention is 
now being directed by the Canadian In- 
stitute and most of the various provincial 
Institutes toward implementing an exten- 
sive personnel selection program, and 
this is as it should be. If, however, a 
more drastic pruning of candidates is in- 
dicated, practitioners themselves must also 
take action to avoid any detriment to the 
quality of the finished product of our 
training period. Continued vigilance and 
selectivity are necessary. This represents 
an obligation which will fall upon the 
students themselves as they complete their 
own training phase and become, in turn, 
employers. 

I think that the standard of workman- 
ship and the development of working 
techniques will improve if employers and 
employees of practising firms will recog- 
nize and stress the employee relationship 
rather than the student one. The whole 
point is to learn to do in actual practice, 
not merely to learn about doing. In the 
past six years I have heard so much more 
from students about problems of their 
courses and examinations than about 
problems in working techniques. Either 
the students are more concerned with 
learning about doing and with passing 
examinations than with learning to be 
good accountants as the way to pass the 
examinations, or the practical training of 
the Maritime firms is close to perfection! 
The sin of casualness toward work in 
students can only, I fear, be a reflection 
of lack of emphasis by their principals 
on the requirements of the work. 


Maintain Independence 
We of the profession are to blame for 
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a sophistry of attitude by which we 
are inclined to indict tax regulations and 
so-called “‘tax accounting”. At least we 
are still conscious of the need to excuse 
it, so perhaps the attitude does not go so 
deep that we cannot eradicate it by re- 
establishing, wherever required, the prin- 
ciples of sound and impartial accounting. 
I am glad to acknowledge the distinction 
made by the C.I.C.A. Committee on 
Accounting and Auditing Research be- 
tween procedures under accepted account- 
ing practices and under income tax regu- 
lations. That practical considerations — 
tax or other — on our clients’ behalf 
should induce us to forego the exercise 
of our professional independence is, at 
the least, undesirable. That we should, 
to ourselves or others, indulge in the 
sophistry of a glib justification can only 
be described as undesirable morally. I 
can think of no way in which the com- 
plete disillusionment of our student body 
could be more disastrously accomplished. 


Another point to which I think we 
might well give attention is our lack of 
realism when we become obsessed with 
figures, entries, and techniques, and fail 


to relate results to what is common sense 
and reasonable. Particularly in the Mari- 
times, students and principals must 
guard themselves against the error of 
failing to relate the results of a technical- 
ly admirable set of working papers to 
actual commonsense fact as it is known 
to exist. On the other side is a contrary 
danger of saying to ourselves, “This can’t 
be right, we must find something that can 
be changed.” Our problem is to estab- 
lish fact, where fact exists, so that any 
interpretations made therefrom may be 
soundly based. 

When we engage in a vocation, we 
expect certain things of it. Is it not 
entitled, in return for what we expect 
of it, to support by the quality of our 
workmanship, by the contribution we may 
make through its organized activities and 
aims, and by adherence to its highest 
ethical principles? 

It is good or evil? Have we done 
well, or ill? If our practice of the 
profession is as high in quality as the 
profession itself, then we will need no 
reassurance as to whether or not we 
have done well in choosing it. 





SRO gy eae 


Se 


5 
4 





ee 


a 


~S  eEe 


a 


What Education 
Means to Me 








By H. M. Grant, M.A. 


Assistant Superintendent of Moncton Schools 


Why does the commercial world find 
“training” as distinct from “education” insufficient? 





W* are witnessing today a revolu- 
tion in many things. Not the 
least among these great changes is the 
revolution in the thinking of business 
and industry upon the subject of 
education. Business and industry have 
been placing a high value upon tech- 
nical and vocational training for the 
beginner in their employ. Later when 
they seek executive material to appoint 
to responsible positions, they have be- 
moaned the lack of personnel with a 
broader education. Educators have al- 
ways distinguished between ‘“‘educa- 
tion” and “training”. There is a posi- 
tive distinction between them though 
the terms are somewhat relative. For 
instance we say a carpenter, a mechanic, 
or a machinist is trained; an architect 
or a chartered accountant is educated. 
However, if the architect knows noth- 
ing beyond architecture or the C.A. 
knows nothing beyond accounting, 
then each must be considered as mere- 
ly “trained” in comparison with an- 
other of his own profession with a 
wider sweep of knowledge and com- 
prehension. 


Should a Businessman be Educated? 

A recent issue of Fortune, an author- 
itative voice of business and industry, 
asked in a leading article this ques- 
tion—‘“Should a business man be edu- 
cated?” Many impressive voices are 
now being raised to answer that ques- 
tion in a rousing affirmative. Hear the 
words of Irving Olds, retired Board 
Chairman of US. Steel: 

The most difficult problems: American 
enterprise faces today are neither scien- 
tific nor technical but lie chiefly in the 
realm of what is embraced in a liberal 
arts education. 

Sidney Swensrud, president of Gulf 
Oil Corporation, supports this state- 
ment with: 

The men who come into management 
must understand the whole sweep of mod- 
ern political, economic, and social life. 

Du Pont president Crawford H. Green- 
walt has just told the Chicago Execu- 
tives Club: 

Today, specific skill in any given field 
becomes less and less important as the 
executive advances through successive levels 
of responsibility. 


‘A paper read to the 5th annual Maritime C.A. Students Conference, Moncton, June 1953 
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And not long ago, Louis B. Lundborg, 
vice-president of the Bank of America, 
said before a Chamber of Commerce: 


I’m talking about the creative, produc- 
tive group of people out of whom busi- 
ness must find its future executive .. . 
talent . . . We are talking about an edu- 
cated man. ... Some one must provide 
the roundness and wholeness of a liberal 
education. 


Technical Training Not Enough 


What does this mean? Simply that 
the leaders in business and industry, 
who have been led away from the truth 
by the heresy of the sufficiency of tech- 
nical training, are awakening, with 
somewhat of a start, to the fact that 
this type of training by itself is not 
enough. I might interject here that 
educators themselves have not been en- 
tirely uninfluenced by the superficial at- 
tractiveness of what has been called 
“practical” education. But all seem to 
be penitent about their falling away 
and to be realizing that the really 
educated man they are seeking will 
combine technical training with liberal 
education. And those who are gradu- 
ating in Arts these days can take heart, 
I believe. I think they are destined 
to spend less time wondering what they 
are good for than their predecessors 
have done in seeking employment. The 
realization is emerging that there is 
little use for the trained man without 
character, and that in seeking to gain 
the whole world through high tech- 
nical training alone one may easily lose 
his own soul. 


Today’s educators and many others 
whose primary concern lies in other 
fields are beginning to see more clear- 
ly that the real aim of education is the 
all-round development of body, intel- 
lect and spirit, or character — an at- 
tempt to make good human beings 
within the limits necessarily imposed 


by the natural endowments of the in- 
dividual. 


What Makes an Educated Man 


I think you have already an indication 
of what education means to me. I 
shall be more explicit by mentioning 
some of the marks which, for me, clear- 
ly distinguish the educated man. 

First and foremost, I see him as a 
man trained in language particularly, 
and in rudiments of number at least. 
Learning is largely a matter of com- 
munication, of which language is the 
basic medium. At this time, when the 
various media of human intercourse are 
being developed and extended beyond 
all our dreams, the man who is un- 
trained in the intelligent use and com- 
prehension of language is isolated not 
only from his contemporaries, but from 
all the wisdom and experience of the 
past which is for him locked up in 
books. A knowledge of language, 
then, I consider to be the beginning of 
wisdom. 

The educated man is also able to 
think independently. He is not a mere 
imitator. He does not swallow whole 
the predigested ideas of others, nor 
does he confuse the acquiring of in- 
formation with the development of the 
intellect. The modern digest maga- 
zine and the radio and newspaper 
columnist, fortunately not too common 
in Canada, are today providing in- 
formation and doing the thinking for 
far too many people, who should be 
doing it for themselves. Our educated 
man will recognize this menace to real 
intellectual development. 


The educated man will have gained 
from a study of nature an understand- 
ing of the main processes upon which 
life and happiness depend. This is a 
preventive sort of wisdom. The un- 
learned man, on the other hand, places 
a blind faith in technical science to 
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What Education Means to Me 


help him when he is faced with the 
consequences of having broken natural 
laws of which he is ignorant. 

He will have learned from history 
that man can be noble in achievement, 
though far too often base. He will see 
history as the living chronicle of man’s 
adventures in the universe, and he will 
understand that it does repeat itself in 
modified forms. Thus he will be able 
to interpret today’s world, while the 
uneducated man will be continually 
troubled and frustrated by what to him 
is always incomprehensible and strange. 

The educated man has learned 
enough of literature, music, and art to 
be able to distinguish at least the good 
from the bad. Even a little of this 
knowledge is the key which may un- 
lock for one the treasure house of re- 
corded thoughts, feelings, dreams, and 
visions. History is merely the record 
of his acts which arise from these, the 
visions which come to pass. To this 
precious understanding our educated 
man today must cling in the daily 
bombardment from third-rate novels, 
newspapers, films, radio, television, and 
advertising. It is his armour against 
chaos. 

It follows naturally that the edu- 
cated man has gained a sense of values. 
This is one of his more obvious dis- 
tinguishing marks. He is interested 
in significant things. He will scorn the 
petty and the mean. He who has be- 
come an educated man will have put 
away childish things. 


The “Practical” Side 


On what you may call the “prac- 
tical” side — I still put the word in 
quotation marks — he will be trained 
and skilful in an occupation for which 
he is fitted. With his technical skill 
he will have an abiding respect for 
honest labour, on whatever level he 
may find it. And he will always be 
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able to distinguish clearly between 
“making a living” and “living”. 

The thoughts of the educated man 
will motivate him to actions which are 
guided by considerations of honesty, 
honour, helpfulness, and cooperation. 
His acts will be moral and responsible 
in nature. 

He will be loyal to some of the im- 
portant institutions of society, which 
have developed with man’s long climb 
upward and have endured. The narrow- 
ly trained man will not enter into this 
part of his inheritance and will be the 
loser as a result. The educated man 
will be able to recognize the worthy 
and the good. 


The Fitness of Things 


Finally, in order, not in importance, 
that man cannot claim to be educated 
who does not possess a sense of the fit- 
ness of things, and is incapable of 
reverence. He must possess that deep 
wisdom which expresses itself in his 
desire to worship in his own way. 
“For”, said a poet, “what are men bet- 
ter than sheep or goats that nourish a 
blind life within the brain, if knowing 
God, they raise not arms of prayer, both 
for themselves and those who call them 
friends?” 


In this many-sided form, then, the 
educator sees true education. In all 
his efforts to attain the ends which 
have been enumerated, he remembers 
that methods of educating are largely 
individual, and certainly secondary. 
They may be considered important only 
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as they contribute to the desired re- 
sult. The continuing vision of great- 
ness must be constantly before the 
educator as before the educated man. 
To summarize; then, true and well- 
rounded education will provide train- 


cupation. It will inculcate morality in 
thought and action, loyalty to what has 
proven to be enduringly great, and 
reverence where reverence is due. To 
compress these ideas into a minimum 
of space, I should say that the educa- 


tor’s effort is continually directed to- 
ward producing the man who will 
know what is really first-rate in as 
many fields as possible. 


ing in language, independent thought, 
a working knowledge of nature and 
history, intelligent discrimination, and 
a sense of value. It will provide tech- 
nical training for skill in a chosen oc- 


A MATTER OF CONSEQUENCE 


But may it, perhaps, be that a certain mellow conservatism tinges the outlook upon the 
lawyer’s education, with the result that certain new topics receive rather less notice than 
their significance under present day conditions would denote as warranted? For example, 
in the last half century, the incidence of taxation has assumed proportions of which our forbears 
would not, in their worst nightmares, have dreamed. They would never have credited that 
the camel back of the taxpayer could sustain the load of so many “last straws”. I recall, 
as a boy, the anguish of mind produced upon my elders by the news that something that they 
called the income tax was to be raised a whole penny. Since those days, we have come 
to know of surtax, and also profit taxes in various and varying forms. It has become, both 
to companies and to individuals, a matter of consequence that no more than the amount of 
taxation properly due should be paid. As a subject requiring exact technical legal knowledge, 
its significance has become greatly accentuated in recent times. May it be that the practising 
lawyer will have to look to his laurels and consider whether or not he is being out-paced 
by the members of another great profession, also vitally concerned in this all-pervading 
topic? 


—From an address by Lord Chief Justice Morris to the 34th 
annual meeting of The Canadian Bar Association, Vancouver, 
September 1952 
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NEWS FROM THE C..C.A. 


COMMITTEE ON 1954 
ANNUAL MEETING PROGRAM 


Plans for the technical sessions to be held 
during the C.I.C.A. annual meeting in Win- 
nipeg, August 20-26, were discussed by the 
committee at a conference in Montreal, No- 
vember 11. The meeting was under the 
chairmanship of Howard I. Ross. The tenta- 
tive program includes four technical sessions 
with subjects selected to appeal to members 
in public practice, in industry, and in gov- 
ernmental service. Innovations planned for 
next year include a critique of the annual 
meeting program and a round-table discussion 
on the conclusions reached at any of the 
sessions. 


COMMITTEE ON CO-OPERATION 
WITH OTHER ACCOUNTING BODIES 

The first meeting of this newly formed 
committee met in Toronto on November 4 
under the chairmanship of Walter J. Mac- 
donald, C.1.C.A. president. Its purpose was 
to discuss the broad field of accountancy in 
relation to the public as a whole and to con- 
sider the profession’s objectives in regard to 
all accounting services. 


BRITISH COLUMBIA 


Rudd & Goold, Chartered Accountants, an- 
nounce the removal of their offices to 529 
Birks Bldg., 718 Granville St., Vancouver. 

* * * 

Mr James E. Paterson, C.A. announces the 
opening of an office for the practice of his 
profession at 969 West Broadway, Vancouver. 

a > 7 


Mr Ronald Bailey, C.A. announces the 
opening of an office for the practice of his 
profession at 143 10th Ave. S., Cranbrook. 


BRITISH COLUMBIA 


McDougall & Trusler, Chartered Account- 
ants, announce the admission to partnership 
of Mr. T. M. Lavery, C.A. The practice in 
future will be carried on under the firm name 
of McDougall, Trusler & Lavery, Chartered 
Accountants, 141 Bastion St., Nanaimo. 


* * - 


Winspear, Hamilton, Anderson & Co.,, 
Chartered Accountants, announce the admis- 
sion to partnership of Messrs M. D. Graham, 
C.A. (Vancouver), James N. McPhail, 
B.Com., C.A. (Dawson Creek), and H. M. 
Kelcher, C.A. (Edmonton). Practice of the 
profession will be carried on under the same 
firm name at Edmonton, Vancouver, Calgary, 


and Dawson Creek. 
& - * 


The Students Society of the B.C. Institute 
held their annual fall dance on November 
10 at the Panorama Roof of the Hotel Van- 
couver with 135 couples attending. 


NEW BRUNSWICK 


Atlantic Provinces Conference 

About 40 members from Newfoundland, 
Nova Scotia, Prince Edward Island, and New 
Brunswick attended the Atlantic Provinces 
Conference held in Moncton, N.B. on No- 
vember 4 and 5, 1953. Guest of honour 
was the C.I.C.A. president, Walter J. Mac- 
donald, who was accompanied by Melville 
Pierce, editor of The Canadian Chartered Ac- 
countant and The Tax Review. 

On November 5 Mr Macdonald attended a 
Council meeting of the N.B. Institute, and 
later in the day radio station CKCW broadcast 
a talk by Messrs Macdonald, Ivor Laws, pre- 
sident of the N.B. Institute, and Walter Dick, 
conference committee member, on “What 
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the Letters ‘C.A.’ Stand For”. 
ing a reception was held for all those at- 
tending the conference. 


The morning session of Friday, November 
6, included a paper by Mr Pierce on “De- 
viations from Accepted Accounting Principles 
in the Law of Income Tax” and a paper by 
a representative from each Institute on pro- 
vincial matters. These covered regulatory 
legislation, examinations, students, and public 
relations. A buffer lunch followed at which 
Mr Macdonald spoke on “Conferences—Their 
Value”. 

At the afternoon session provincial repre- 
sentatives gave their impressions of the 1953 
annual meeting in Victoria, B.C., and Mr 
Pierce spoke on the work of the C.LC.A. 
office. The consensus in regard to the 
annual meeting was: (1) too much em- 
phasis was directed to entertainment; (2) 
there were insufficient technical sessions; (3) 
technical sessions could be improved by bet- 
ter topics and more informal discussions rather 
than by set papers; (4) some thought should 
be given to having a central conference site 
and/or supplementary regional meetings. 

At the closing banquet Mr W. J. Mac- 
donald spoke on “The Ties that Bind”. It 
was attended by leading Moncton citizens in- 
cluding Mayor Joyce and representatives of 
banking, teaching, legal, and business organi- 
zations. 


NEWFOUNDLAND 
Newfoundland Students’ Association 


The Chartered Accountants Students’ Asso- 
ciation of Newfoundland has just begun its 
activities for the season, and the slate of of- 
ficers for 1953-54 are: president, J. W. Con- 
way; vice-president, F. Woolgar; treasurer, E. 
Hodder; secretary, R. G. Leith; member of 
Council, C. W. Earle. 


The Council of the Association would ap- 
preciate hearing from other Students’ So- 
cieties. Correspondence may be addressed to 
Box 753, St. John’s, Nfld. 


ONTARIO 


Millard, Rouse & Rosebrugh, Chartered 
Accountants, announce the admission to 


partnership of Messrs John D. Hankinson, 


In the even-' 


C.A., Donald H. Bradley, C.A., Donald F. 
McKee, C.A., R. Thomas McGraw, C.A., Don- 
ald H. Francis, C.A., John E. Craggs, C.A. 
Practice of the profession will be carried on 
under the same firm name with offices in the 
Bank of Montreal Bldg., Brantford, and in the 
Canadian Bank of Commerce Bldg., Simcoe. 


Mr Ben Springer, C.A. announces the re- 
moval of his offices to Ste. 801, 137 Welling- 
ton St. W., Toronto. 


Ottawa C.A. Club 


The first luncheon meeting of the season 
of the Ottawa C.A. Club took place in the 
Chateau Laurier in early November with about 
130 members and students in attendance. 
Highlight of the program was the showing 
of a new film “The Jet Age”, which was in- 
troduced to the audience by A. R. Williams, 
assistant to the president of A. V. Roe Ltd. 


The newly elected executive of the club are: 
president, G. F. Wevill; vice-president, Lucien 
Masse; secretary, J. H. Laird; treasurer, W. H. 
Huck; committee members, W. McClellan, A. 
E. Foster, L. G. Mills, D. McLean. 


Mr Harold M. Chapman, C.A. announces 
the removal of his offices to Ste. 801, 137 
Wellington St. W., Toronto. 

a 2 * 

Messrs Edwin A. Barrett, C.A. and J. Her- 
bert Gibson, C.A. announce the formation of 
a partnership for the practice of their pro- 
fession under the firm name of Barrett & 
Gibson, Chartered Accountants, with offices 
at 94 Lakeshore Rd. E., Port Credit. 

~ a * 

Mr J. Clare Wilcox, C.A., 24 King St. W., 
Toronto, announces the admission to partner- 
ship of Messrs Allan K. Thompson, C.A. and 
Wallace J. M. Ralph, C.A. Practice of the 
profession is being carried on under the firm 
name of J. Clare Wilcox & Co., Chartered 
Accountants. 


Ontario Institute’s 
Supper, Dance, and Cabaret 
The Institute of Chartered Accountants of 
Ontario held a supper, dance, and cabaret at 
the Royal York Hotel, Toronto, on Thursday 
evening, November 5. Over 500 members 
and their ladies attended. 
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Professional Notes 


Mr G. Harold Craig, C.A. announces that 
he is continuing the practice of the profes- 
sion in partnership with Messrs E. G. N. 
Norman, C.A. and E. A. Marsh, C.A. under 
the firm name of Craig, Norman & Co, 
Chartered Accountants, with offices at 28 Eg- 
linton Ave. W., Toronto. It is regretted 
that this announcement was not published 
in the December issue simultaneously with 
the announcement of the dissolution of the 
partnership of Ampleford, Craig & Broadhead 
and the formation of the partnership of 
Ampleford, Broadhead & Co. 


Hamilton and District 
Chartered Accountants Association 


The Hamilton and District Chartered Ac- 
countants Association has had an increase in 
its membership of approximately 20% so far 
this year. 

A successful program of lectures for stu- 
dents writing the primary, intermediate and 
final examinations was undertaken by mem- 
bers during September and October. 


The opening meeting held on October 1, 
1953 was in the form of a panel discussion 
on the subject of “Problems and Considera- 
tions Arising out of the Income Tax Laws”. 
Members of the panel were W. G. Thomp- 
son, C.A. (chairman), H. C. Dixon, C.A., 
George Moller, C.A., A. M. Adamson, C.A., 
and L. H. Johnston, C.A. A lively question 
period followed the panel. 


On November 24, Mr. W. L. McDonald, 


News of Our Members 





Mr J. G. Wyllie, C.A. (Que.; Nfld.) has 
been appointed comptroller of Canada Steam- 
ship Lines Limited, Montreal. 


* * * 


Mr F. G. Huck, C.A. (Nfld.), has been 
appointed secretary-treasurer of Bowater’s 


Newfoundland Pulp and Paper Mills Limited. 
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F.C.A., president of The Institute of Chart- 
ered Accountants of Ontario, spoke to the 
association. His subject was “The Bulletins 
of the Accounting and Auditing Research 
Committee of The Canadian Institute of 
Chartered Accountants”. 


PRINCE EDWARD ISLAND 


P.E.I. Students’ Society 


The following executive members have been 
elected for the 1953-54 year by the Chartered 
Accountants Students’ Society of Prince Ed- 
ward Island: president, Albert MacNeill; vice- 
president, H. M. Condon; secretary-treasurer, 
R. E. Mayhew; additional member, N. Arsen- 
ault. 


On November 4 the society held a dinner 
meeting at the Queen Hotel, Charlottetown 
with R. W. Manning, C.A. as guest speaker. 
Mr Manning spoke on “Report Writing”, and 
briefly reviewed the fundamentals of English 
composition before dealing more specifically 
with the problems of report writing. 

The society has arranged weekly discus- 
sion groups in which the students will discuss 
problems pertaining to the course of study 
and examinations. 


QUEBEC 


Messrs Jules Sirois, c.a. et Léopold Beau- 
doin, c.a. annoncent Il’ouverture d’un bureau a 
271a rue Lindsay, Drummondville, sous la rai- 
son sociale de Sirois & Beaudoin, comptables 
agréés. 


Mr Frank Copithorne, C.A. (B.C., Sask.), 
has been appointed general manager of the 
Saskatchewan Transportation Company, Re- 
gina. 

- * * 

Mr George D. Foster, C.A. (Ont.), has 
been appointed controller of Trailmobile 
Canada Limited, Toronto. 
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Obituaries 





Frederick Alexander Ray MacFadden 
The Institute of Chartered Accountants of 
Ontario announces with regret the death of 
Frederick Alexander Ray MacFadden at his 
home in Toronto on November 19, 1953. 


Mr. MacFadden became a member of the 
Ontario Institute in 1925 and for many 
years carried on practice of the profession in 
Toronto. He was a member of several or- 
ganizations including the Council of the In- 
stitute of Public Administration of Canada. 
He was a life member of the York Society 
and of the Toronto Art Gallery. He was 
also a Fellow of the Royal Economics Society 
and a member of Kiwanis International. 


Born and educated in Toronto, he attended 
the University of Toronto, Queen’s University, 
Lincoln and Jefferson University, the London 
School of Economics, and had a Ph.D. from 
Oskaloosa College, Iowa. 

In the First World War, he served with 
the Royal Flying Corps and the Royal Air 
Force. 

To his wife and children, the members of 
the Institute extend their sincere sympathy. 


William Turnbull Millard 


The Institute of Chartered Accountants of 
Ontario announces with regret the death ot 
William Turnbull Millard at his home in 
Brantford on November 15, 1953. He was 
in his 61st year. 

Mr. Millard was born at Tranquility, On- 
tario, and attended school in Brantford. He 
was associated with Stedman Bros. for many 
years before entering public accountancy. It 
was only after five years in practice as a 
public accountant that he commenced the 
Institute course of instruction. He was 43 
at the time he passed his final examinations. 
At the time of his death, he was senior part- 
ner of the firm, Millard, Rouse and Rose- 
brugh, Chartered Accountants, in Brantford. 

Mr. Millard took an active interest in civic 
and church affairs, and was active in the In- 
stitute of Chartered Accountants. He served 
on a number of committees and was a mem- 


ber of Council for the past five years. In 
1950, he was elected a Fellow in recognition 
of his distinguished service. 

To his wife and family, the members of 
the Institute extend their sincere sympathy. 


William S. Pirie 
The Institute of Chartered Accountants of 
Ontario announces with regret the sudden 
death of William Simpson Pirie, at his 
home in Ottawa, on Wednesday, November 
4, 1953. He was in his 59th year. 


The late Mr. Pirie was born in Aberdeen, 
Scotland, and received his early education at 
Gordon’s College. He came to Canada in 
1913 and after several years as a student-in- 
accounts in Toronto, he moved to Ottawa to 
join the firm of A. A. Crawley & Co., Chart- 
ered Accountants. He was admitted to mem- 
bership in the Institute in 1920 and later 
became a partner of his firm. 


To his wife and family the members of the 
Institute extend their sincere sympathy. 


A. Murray Milne 


The Institute of Chartered Accountants of 
Ontario announces with regret the death of 
A. Murray Milne, at Ottawa, on Wednesday, 
September 30, 1953, after a brief illness. 
He had returned recently from Europe and 
died after an operation. He was 58 years 
of age. After graduating from high school 
in Toronto, he joined the firm of A. A. 
Crawley & Co., Chartered Accountants, in 
Ottawa as a student-in-accounts. He quali- 
fied for membership in the Institute in 1918. 
At the time of his death, he was senior part- 
ner of Milne, Honeywell & Burpee, Chart- 
ered Accountants. 

In his younger days, he was Ottawa tennis 
champion and served overseas in World War 
I. At one time, he was the secretary-treasurer 
of the Ottawa Football Club and remained an 
enthusiastic supporter until his death. 


To his children the members of the Insti- 
tute extend their sincere sympathy. 
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Accounting Research 





By Gertrude Mulcahy, B.A., C.A. 
The C.1.C.A. Research Department 


THE FINANCIAL POST ANNUAL REPORT AWARDS 





CORPORATION, an artificial be- 

ing, is incapable of acting for itself, 
and therefore must act through individ- 
uals. The Board of Directors, elected 
by the shareholders, is the governing body 
of a corporation and is vested with the 
management of its business and opera- 
tions. Directors now recognize the use- 
fulness of the annual report as an effec- 
tive medium of accounting for their 
stewardship and of encouraging public 
interest in the operations of the corpora- 
tion. As a result the reports prepared by 
them each year are showing a marked 
and steady improvement in quality. 

In order to acknowledge and to en- 
courage the efforts of Canadian manage- 
ment to improve its methods of reporting, 
The Financial Post, for the past three 
years, has made awards to Canadian 
companies whose annual reports were ad- 
judged the best in their respective fields. 
The judges, although not the same men 
each year, were representatives of and 
appointed by: 

(1) The Canadian Institute of Chart- 

ered Accountants 

(2) The Investment Dealers’ Associa- 

tion of Canada 

(3) The Association of Canadian Ad- 

vertisers. 


Mr. Paul Deacon, in his article “What 
Makes an Award-Winning Annual Re- 
port?” in The Financial Post, November 


21, 1953, described the aspects from 
which the judges viewed the annual re- 
ports in the 1953 competition. He set 
out the general features which the judges 
liked and did not like and specifically 
stressed the features of the award-win- 
ning reports which impressed the judges. 

The reports of more than 1,000 con- 
cerns were reviewed on the bases of: 

(1) Completeness and clarity in pre- 

senting the information neces- 
sary for appraising the securities 
of the company and the record 
of the management stewardship. 

(2) Effectiveness of presentation as 

an aid to the above.” 

The companies, whose reports were 
considered, were classified in six general 
categories: 

(1) Manufacturing and Processing — 

Metals and Metal Products 
(2) Manufacturing and Processing — 
All Others 

(3) Retail and Distributing 

(4) Mining and Oil Production 

(5) Public Utilities 

(6) Financial Institutions. 

Eighteen companies were singled out 
for recognition, three in each category. 


Considerations to be 
Taken into Account in the 
Preparation of Annual Reports 


Mr. Deacon cited some comments of 





34 The Canadian Chartered Accountant, January, 1954 


the judges on the considerations which 
must be taken into account by those re- 
sponsible for the preparation of annual 
reports, all of which are of invaluable 
assistance in the general approach to this 
problem. In answer to the question 
“How broad an audience do we wish to 
reach?”, the judges, while recognizing 
that ‘the basic purpose of the annual re- 
port is still the requirement of the man- 
agement to report to the owners of the 
business on the affairs of the company 
during and as at the end of the year un- 
der review”, agreed that every company 
should make a real effort to reach other 
interested groups such as potential share- 
holders, employees, financial experts, 
security analysts, and consumers. How- 
ever, it cannot be expected that the an- 
nual report will do the whole job, since 
the information, manner of presentation, 
and detail necessary to inform each such 
group varies considerably. An annual 
report which seeks to reach all interested 
parties at once would become a very 
complicated affair. It was suggested that 
supplementary information would be an 
effective means of communicating with 
those groups requiring special details. 

In considering the level at which the 
reports should be written, one of the 
judges commented that “‘because today’s 
shareholders come from so many waiks 
of life, the report should be presented 
in such a form as to be factual, complete 
and readily understood by any normal, 
intelligent adult’. Another judge warn- 
ed against too much “simplifying”, which 
might fail to make the report more read- 
able and at the same time might give a 
wrong impression. 

As to the general appearance of the 
annual reports, one of the judges said: 
“There is no use in preparing a message 
if no one is going to read it. An an- 
nual report [should be] dressed up and 
attractive.” 


Mr. Deacon said: “On the other hand 


a lot of money spent on a report doesn’t 
necessarily result in a good report. Some 
reports for which the companies con- 
cerned had obviously loosened the purse 
strings still did not achieve as pleasing 
and interesting an effect as others which 
had been produced much more cheaply. 

“In other cases the attractiveness of de- 
sign left nothing to be desired, but the 
information provided was a bare mini- 
mum. This bare minimum in some in- 
stances was glossed over with wordy dis- 
cussion of world affairs or recital of the 
figures shown later in the balance sheet 
and profit and loss, but shareholders were 
given very little material to help explain 
the figures in the financial statements of 
the prospects and future outlook of the 
company.” 


Features Looked for by the Judges 


Before dealing with the award win- 
ning reports specifically, Mr. Deacon 
listed those features applicable to re- 
ports generally which the judges liked 
and did not like. The following features 
were approved by the judges: 
Consolidation of subsidiaries 
Information on subsidiaries’ position where 

not consolidated; reasons for not consolidat- 

ing 

A list of all subsidiaries 

Two-year comparisons throughout 
sheet and income surplus accounts 


balance 


Net sales or gross revenue figures 

Sufficient detail in profit and loss account so 
that shareholder can know at least sales, 
operating expense, administrative and 
other expenses 

Full notes explaining significant items in 
balance sheet and profit and loss state- 
ment 

Source and disposition of funds statement 

Table comparing important balance sheet and 
profit and loss items of past years with 
present, to put year covered in perspective 

Table of highlights, normally early in report 

Charts and graphs, as simple as possible, to 
illustrate highlights and the abstruse. 


In addition the judges stressed the 
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importance of adequate comment eithe: 

in the directors’ report or in notes to the 

statements on such things as: 

Capital expenditures. On what were they 
made and why were they necessary? 

Increased or reduced sales. Was this part of 
a trend or due to unusual circumstances un- 
likely to recur? 

Increased or reduced expenses. How did they 
come about? Was it salaries, wages, cost 
of materials? 

“Where there is any large variation from 
past experience, shareholders will have 
greater confidence if information is given 
them,” one judge commented. 

Prospects, future outlook of company. The 
better reports took considerable care to give 
considered opinions regarding the future, 
both as to sales prospects and operational 
activities. 

Employees. Give details of activities and ar- 
rangements for benefit of employees and 
other information and statistics on em- 
ployees and employee relations. 

The following are some features of 
the annual reports which the judges did 
not like: 

Lack of details in profit and loss statements 
in many reports — particularly sales fig- 
ures. “The fact that the Companies Act 
mames certain information which is re- 
quired to be given does not mean that no 
more is to be given.” 

“Reverse” balance sheet used by many public 
utilities, in which fixed assets are shown 
at the top, current assets last, and similar- 
ly upside down from normal on liability 
side. “I know of no laws or regulations 
which require it; and if there are, some 
steps should be taken to change them. It 
is only confusing to many people,” com- 
mented a chartered accountant judge. 

Solitary figures. — Shareholders should be 
given comparable figure for previous year 
beside each figure in balance sheet and 
income and surplus account. Alone, the 
figures are meaningless to most, yet many 
companies persist in giving only the one 
year’s figures, even in the directors’ re- 


port. 
Repetition of figures from the financial state- 


ments in the directors’ report without any 
further explanation. Some reports gave 
shareholders no comments at all on opera- 
tions or outlook. 

Mass of statistical data without interpretation. 
— This fauit applies mainly to mines and 
oils whose reports carry all sorts of maps 
and geoiogical data, but in many instances 
there was no attempt to explain in plain 
language their general significance. “The 
ordinary non-technical shareholder,” said a 
judge, “would be more interested in more 
information about the financial aspect and 
the prospect of dividends.” 

Foggy picture of the whole enterprise where 
subsidiaries are mot consolidated, even 
where separate accounts of subsidiaries and 
controlled companies are shown. ‘Even 
an accountant can get the picture only af- 
ter considerable trouble.” 

Large investment items without explanation. 
— Some companies with a significant part 
of their assets in outside investments give 
no information as to the type of secur- 
ity held or the reason for following such a 
policy. Even if the details of each invest- 
ment for some reason cannot be disclosed, 
the reason should be given and some idea 
of the nature of the holdings provided. 

Drabness. — Some companies make a serious 
attempt to provide good information, but 
neglect eye-appeal entirely. Some provide 
neither eye-appeal nor information. While 
the artistic aspects of an annual report may 
be secondary, they are still important. Good 
information is half the battle in good 
stockholder relations, but it must be pre- 
sented in a way that catches the reader's 
interest and makes interpretation of the 
information easy. 


What Impressed the Judges 


Having set out the names of the 18 
companies which had been singled out 
for recognition, Mr. Deacon noted the 
comments made on these reports, indicat- 
ing the way in which these winning re- 
ports caught the eye of the judges. The 
following assessment of the Imperial Oik 
Limited report is indicative of the high 
standard of financial reporting which 
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must be upheld in order to prepare a 
top-ranking report: 

The balance sheet is drawn up in ideal 
form. It carries out strictly the proper 
marshalling of assets and liabilities, and 
on the right side the heads are “Liabilities” 
brought to a total, and then “Shareholders 
Investment” in similar type, thus showing 
plainly the two totals, but not calling 
lower group “Liabilities to the Share- 
holders”, which is incorrect (but found in 
some other reports). 

The profit-and-loss account is reason- 
ably detailed, starting with sales; and com- 
parative figures are given both in balance 
sheet and profit-and-loss statement. The 
accounts are consolidated. Notes to the 
accounts give information as to contingen- 
cies, commitments, long-term debts and 
other informative matter. 

The financial review section of the di- 
rectors’ report gives useful information on 
items in the accounts, and there are a 
number of graphs and charts covering sta- 
tistics from 1948 to 1952. “Highlights of 
1952” are printed in clear type on a page 
preceding the report, which, beside the fi- 
nancial comments, gives considerable in- 
formation on general operations. 


The magazine-type report of the 
Dominion Stores Limited, an excellent 
example of attractive design and effective 
presentation, was acclaimed by the 
judges: “If it gets its story across — as 
I believe it does — the cost is well justi- 
fied. As a public relations vehicle, this 
report is difficult to beat . . . a clever 
idea and a considerable step forward in 
human relations.” 


The judges directed more criticism to 
the reports of the mining and oil pro- 
duction group than to those of other 
types of businesses. It was felt that al- 
though the standards had improved some- 
what, there was still room for improve- 
ment. “The main criticism was: too 


many of the reports were either fancy 
covered affairs with no information be- 
tween the covers, or booklets with com- 
plete facts, unattractively presented.” 


However, in this category, the Sherritt- 
Gordon Mines Limited “was commended 
particularly for telling a complete story 
of its operations in an interesting way, 
and for explaining balance sheet items of 
an unusual nature. On the other hand, 
it lost marks for not giving two-year com- 
parisons in the balance sheet and income 
account.” The general information in- 
cluded in the report of the Royalite Oil 
Company was rated very highly, but the 
failure to provide more information on 
subsidiaries, the lack of sharpness in 
printing, and unimaginative typesetting 
was considered to detract from the qual- 
ity of the report. 

The award winners in the public utilt- 
ties group all received top marks for well 
presented, informative reports which in- 
cluded good illustrations, charts, com- 
ments, etc. While the Shawinigan Water 
and Power Company and the Brazilian 
Traction Light and Power Company were 
criticized for preparing their balance 
sheet in a “reverse form’, the British 
Columbia Power Corporation’s balance 
sheet was described as ‘‘a model to copy”. 


The judges heralded the Bank of To- 
ronto’s departure from the “traditional 
form’ of balance used by most banks. 
One of the judges said: “I see no reason 
why balance sheets cannot be set up with 
assets classified and grouped under ap- 
propriate headings and sub-totals extend- 
ed, just as a bank expects to get from its 
borrowing customers, provided all items 
are shown which the law requires.” 


What to Avoid 


Having discussed the merits and de- 
merits of the top-ranking reports, Mr. 
Deacon went on to point out that there 
were many reports at the other end of the 
scale which are excellent examples of 
what to avoid in financial reporting. 

“One Vancouver firm, for instance, 
takes a whole page to give the net profit 
figure, which shareholders can find in the 
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financial statements anyway; the dividend 
payments made; the acquisition of a sub- 
sidiary; and a brief word of thanks to 
employees. 

“The only comparison with previous 
years is the net profit figure of the year 
before. 

“No comment is given on the com- 
pany’s operations during the year under 
review. In fact, no inkling is given in 
the report as to the type of business the 
company operates. 

“Nothing is said about the outlook. 

“No information is given regarding 
the name of the subsidiary acquired or its 
business. None of the other subsidiaries 
is listed. 

“There is no list of directors or offi- 
cers. 

“The report has no tables, graphs, pic- 
tures, or other material to whet the read- 
er’s interest. 

“The lack of dressing up is under- 
standable to some extent because it is a 
medium-sized concern with fewer funds 
available than some larger ones, and 
probably fewer shareholders but this 
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does not excuse the basic lack of infor- 
mation in the report. 


“A Toronto company has the whole of 
its share capital, except for a small 
amount, invested in a subsidiary which 
it refers to in its report as the ‘operating 
company’, and its only other assets ap- 
parently arise from dividends received 
from this operating company. Yet the 
accounts are not consolidated, nor does 
it show the accounts of the subsidiary. 
No real information is given and there 
is nothing informative in the directors’ 
report.” 


Conclusions 


Mr. Deacon concluded his article as 
follows: 

“The higher marks, the judges point- 
ed out, go to the companies which give 
additional information involuntarily to 
enable shareholders to obtain a real grasp 
of the operations for the year and the 
future prospects. 


“The standard is improving. Many of 
the reports, including several which did 
not receive awards, are excellent.” 





38 The Canadian Chartered Accountant, January, 1954 


A Recent Book 


Management Accounting, by Leslie V. 
Wheeler; published by Gee & Co. 
(Publishers) Ltd., London; pp. 141; 
price 21/-net 

The choice of the rather attractive 
title, “Management Accounting”, is ex- 
plained by the author as his preference 
over “industrial accounting”. 

The bulk of the book is concerned 
with standard costs, budgetary control, 
and the use of various tables and charts 
for control and report purposes. Ex- 
tensive use is made of diagrams and 
tables. Particular attention is given in 
the charts to fixed, semi-variable, and 
variable costs, break-even points, and 
variances. These sections are well cov- 
ered but would appear to be rather 
complex for other than advanced stu- 
dents of statistical method. 





Books Received 





Murray & Carter’s Guide to Income- 
Tax Practice, 17th ed., edited by H. 
Edwards, M.A. (Lond.) and Alan M. 
Edwards, B.Com., F.C.A.; published by 
Gee & Co., London; pp. 864 and index; 
price 57/2 

This latest edition of a standard 
work on the British income tax incorp- 
orates the provisions of the 1952 Fi- 
mance Act and the major case decisions 


There are excursions, which the au- 
thor is at pains to justify, into the 
theory of double-entry bookkeeping, 
depreciation methods, and interest on 
invested capital. A chapter on mech- 
anization concentrates on the applica- 
tion of punch-card equipment to ac- 
counting. 

This book is a rather unusual com- 
bination of elementary accounting and 
advanced statistical method as applied 
to standard costs. However, many cost 
accountants and industrial accountants 
will find in it valuable applications of 
trend curves, graphs, and charts for 
use in the interpretation and presenta- 
tion of accounting data. 

R. ©. B. JOINT, CA. 
Toronto, Ontario 


up to the end of 1952. Special atten- 
tion has been devoted to the treatment 
of double taxation and unilateral reliefs 
and to allowances for capital expendi- 
tures. 
CCH Master Tax Guide, 9th edition; 
published by CCH Canadian Ltd., To- 
ronto; pp. 284 and index; price $3.00 
It is an up-to-date presentation of 
today’s tax story. 
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Practitioners’ Forum 








Conducted by Geoffrey H. Ward, C.A. 


RETENTION OF RECORDS 





Advising Clients 

UITE often auditors are asked to 

advise clients what records can be 
destroyed. Sometimes points of general 
application can be brought to your 
client’s attention by having a memo sten- 
cilled for distribution to those who en- 
quire. When preparing such a memo, 
the efficiency factor should be stressed, 
e.g. how to reduce the number of current 


records and files, bearing in mind the 
importance of accessibility of any records 
which might be required for reference. 
Emphasis should be put on clearing out 
unnecessary records, subject to the statu- 
tory requirements, rather than on the re- 
tention of documents from the mere 
fetish of the sanctity of the recorded 
word. Here is a sample of the sort of 
material that the memo could cover: 


NOTES ON STORAGE OF RECORDS 

The following general practices should be observed as far as practicable. 
Records that are valuable should be kept in a fireproof place, such as a fire- 
proof filing cabinet, safe, or storage vault. 

If possible avoid keeping more than one copy of any record, e.g. extra 
copies of sales slips should be destroyed as soon as they have served their 
purpose. 

Files not being used should be stored as \ess valuable space is needed for 
storing than for current files. Files stored should be properly labelled and a 
record kept of the contents of each parcel to facilitate reference to stored 
materials. Microfilming of records reduces the space requirements. Records 
which may, in case of need, be obtained from external sources, e.g. banks, etc., 
may be dispensed with at an earlier date than those which do not exist in 
such complementary records. 

A regular periodic review is necessary in order to transfer current files 
to storage and to destroy files in storage which are no longer required. Estab- 
lishment of cut-off periods will facilitate this work. 

In case of a large business the filing problems can be anticipated at the 
time the records are processed, e.g. by having special files for letters of per- 
manent value — then these files do not have to be reviewed but can be kept 
permanently. Correspondence on routine matters could be filed separately 
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and automatically destroyed after two years. 


Correspondence is a difficult 


item to comment on generally; that which is to be retained must be individually 
selected unless it has been anticipated by selective filing. 

Establishment of a well-planned filing system uniform for all personnel, 
unchanged from year to year, will increase efficiency and save time. 


Of course you would have to discuss 
this matter with your clients. Each 
client’s problems vary because of the dif- 
ferent types of records maintained and 
the different storage facilities available. 


Pamphlet Available 


The Systems Division of Remington 
Rand Limited have prepared a pamphlet 
“Record Retention and Destruction’ 
which covers this subject very well. The 
table of contents is as follows: 


Classification of Business Records 

Efficient Record Handling Can Save Money 
How to Organize a Retention Plan 

Record Retention Can Start Today 

How to Operate a Retention Plan 

What to do with Classified Records 

A Case History 

A Schedule for Record Retention 

The Tools for Effective Record Revention 


Copies may be obtained without charge 
from Remington Rand Limited. 


ACCOUNTANTS’ OWN RECORDS 


Do We Practice What We Preach? 


In addition to his regular books of ac- 
count, a chartered accountant has copious 
records of work done — current files, to 
be kept available; older ones that can- 
not be destroyed, to be stored. 


The C.P.A. handbook, published by 
the American Institute of Accountants, 
indicates that files are normally consid- 
ered as current for three years and that, 
generally speaking, working papers are 
retained permanently for all active 


clients, with perhaps a time limit of 20 
years. 

As we know of no survey of this in 
Canada, we are unable to report further 
on current practice. However, if any 
readers would like to write in stating 
their own policies we would be pleased 
to pass on their information for the 
benefit of other readers. 

In an old, February 1949 Journal of 
Accountancy, Kenneth Pryor, C.P.A. re- 
ports as follows: 


PROGRAM OF RECORD PRESERVATION AND DESTRUCTION 


“Because most public accountants are naturally cautious and conservative, 


they accumulate old records until storage space overflows and they are almost 
literally crowded out of their offices. Before deciding which papers to keep 
and which to discard, I advise consultation with an attorney concerning statutes 
of limitations and other legal requirements. Next, I recommend preparation 
of a written schedule for the systematic destruction of records. Thus, the 
CPA can account for any record no longer in his possession by showing that, 
under an established plan, it would have been destroyed. An orderly program 
of record preservation and destruction will pay dividends in space saved, in 
good service to clients, and in internal efficiency. 


“Recognizing that the requirements of each practitioner must be con- 
sidered in determining how long records should be retained, I submit the 
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following very brief outline of a tentative schedule as a basis for discus- 
sion: 
Keep Indefinitely 

1. Working papers needed to trace a client's final statements from the 
trial balance. 

2. Files used in preparing tax returns, and other information from work- 
ing papers which may be useful in tax matters — income statements and 
balance-sheets, summary records relating to fixed assets and depreciation re- 
serves, analyses of surplus and surplus reserve accounts, details of capital stock 








accounts, and analyses of reserves for federal income taxes. 
3. Letters and memorandums referring to taxes, and to accounting prin- 


ciples and procedures. 
4. Accountants’ reports. 


Keep Ten Years 


1. Detailed trial balances of receivables and payables. 

2. Detailed vouching schedules of fixed assets. 

3. Detailed analysis schedules of profit-and-loss accounts. 

4. Bank reconciliations and analysis of deferred charges and other mis- 


cellaneous accounts. 


5. Reports prepared by associated offices or correspondents, which can 


be duplicated. 
Keep Five Years 


1. Forms confirming bank balances, accounts receivable, and accounts 


payable. 
Keep Two or Three Years 


1. Routine correspondence including letters of introduction, enclosures, 


and acknowledgment. 


2. Extra copies of accountants’ reports. 


“In most accounting offices, I believe, introduction of such a schedule 
would probably eliminate about 75 per cent of the records dating back more 


than ten years.” 


We have some more material on this subject and plan to use it in the column 


later on. 


AMERICAN INSTITUTE OF ACCOUNTANTS — 66th ANNUAL MEETING 


The recent annual meeting of the 
American Institute of Accountants in 
Chicago was an interesting one. I at- 
tended to see what information I could 
pick up that would be useful for this 
column or my own public accounting 
practice, and to have the change and 
holiday. Even though the American In- 


stitute is very large and many of its 
members are from large accounting firms 
who serve big business clients, a good 
deal of the time at their convention was 
devoted to the problems of the local 
practitioner. 

At a session on staff problems of the 
local practitioner I found the following 








Assisting in the preparation of 
this column is a panel of C.A.’s 
who are in practice in various 
parts of Canada. This month the 
help of R. P. Alger of Calgary, 
Alberta, and Mrs. Erma P. Mac- 
Pherson of Charlottetown, Prince 
Edward Island, is gratefully ac- 
knowledged. 


points of particular interest. Most firms 
heartily agree as to the need for some 
type of formal staff training program. 
Where this is not possible staff can be 
given definite reading assignments and 
the opportunity to observe senior staff at 
work. A good staff notebook on office 
procedures and firm audit procedures 
can be of tremendous assistance in staff 
training. 

Most of the practitioners on the panel 
felt that incentive plans for senior staff 
were essential. The staff man is made 
to feel that he is working for himself and 
is rewarded for extra effort. Some of 
the firms pay their staff a small basic 
salary and then a percentage of fees 
earned based on their chargeable time. 
Most firms do not give any special recog- 
nition for new clients brought in. 

In connection with fees, one firm men- 
tioned that they base their charges on 
200% of the direct labour costs. The 
partner of another small firm reported 
that he charged the time of staff men at 
$5, $6, and $7 an hour, and his own time 
at $10 an hour. On new jobs, the cost 
is usually more than the client can afford. 
To deal with this the principal discusses 
the situation with the client, tells him 
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how the time has been spent, and what 
the charges work out to. Then he makes 
his billing, adjusting the charge down- 
ward from full rates. 

In dealing with office problems of the 
local practitioner the main point dis- 
cussed seemed to be the benefits of the 
Multilith machine for producing reports. 
Many members spoke in favour of this 
machine and its use is becoming wide- 
spread. One panel member when dis- 
cussing his reports stated that he took 
the attitude that they were reports of 
management, that only the auditor's re- 
port (certificate) was the auditor’s. Ac- 
cordingly that was the only page he put 
on his own stationery. The reports of 
management, as prepared by him, include 
a cover featuring the name of the client, 
a description of the business, the names 
of directors and attorneys, then a report 
on the operations, stating the facts first 
with his auditor’s certificate following. 
The same speaker also stressed the im- 
portance of the accountant having a good 
system of records for his own business, 
using an accrual basis and the natural 
business year. 

One panel member stated that he had 
compiled some figures, from the adver- 
tisements in The Journal of Accountancy, 
of accounting practices for sale during 
the last three years. The average asking 
price was 80% of the annual fees. 

Most of the material presented at the 
convention will be published in a special 
booklet put out annually by the Ameri- 
can Institute of Accountants. 

Altogether my visit to Chicago was 
very rewarding and interesting. 
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(Correspondence with the editor is cordially invited) 





Why is profit reflected in an increase in assets? 


For the purposes of working many ac- 
counting problems students must apply 
the proposition that a profit is reflected 
in an increase in assets. It would seem 
to be appropriate, therefore, that some 
time we should ask ourselves why this 
is so. 

If we are going to develop a logical 
explanation for this proposition, how- 
ever, we should admit at the outset that 
the various services purchased by a bus- 
iness (the services of employees, adver- 
tising agencies, landlords, and lending 
institutions, for example) are assets when 
first acquired by the business. This is 
not, after all, an unreasonable position 
to take. No business man who has his 
wits about him is going to pay out money 
to outsiders (or incur debts) and not re- 
ceive something in return. 

If we think carefully about the nature 
of a retail business, for example, we shall 
see that what the retailer is really selling 
is something more than the very mer- 
chandise he has purchased. His func- 
tion as a retailer is to make the merchan- 
dise more accessible to customers. He is 
therefore selling not only merchandise 
but also all the services he has had to 
purchase as a condition of carrying on 
business. Until he sells the merchan- 
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dise and the services he has purchased, 
they are assets. After he sells them, they 
are expenses. And because the account- 
ant must be able to assign a dollar figure 
to everything he recognizes as an asset, 
we find many assets, awaiting sale to 
customers, described in terms of “‘costs’’. 

With this preliminary explanation we 
may turn to a simple illustration which 
shows how profit is reflected in an in- 
crease in assets: 
(1) I. M. Smart commences a retail business 

with $10,000 in money. 
Assets 


Money $10,000 








(2) He purchases merchandise for resale, 
$6,000. 





Assets 
Money $ 4,000 
Merchandise (cost) 6,000 
$10,000 








(3) He pays employees’ salaries, $1,500. 





Assets 
Money $ 2,500 
Merchandise (cost) 6,000 
Services rendered by em- 
ployees (salaries cost) 1,500 
$10,000 











44 





(4) He sells all the merchandise on hand 
for $8,500, 30 days’ credit. 





Assets 
Money $ 2,500 
Accounts receivable 8,500 
$11,000 





It is not difficult to decide that the re- 
sult of the last transaction is a profit of 
$1,000 [being the excess of revenue 
($8,500) over expenses ($6,000 + 
$1,500) ]. It is apparent, too, that total 
assets have increased by the same amount 
as the profit. 

Perhaps we should add as a footnote 
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to what we have just said that some of 
the services purchased by a business may 
be purchased considerably in advance of 
the time they are sold to customers. Some 
part of these services (a declining por- 
tion) may then remain as an asset at 
successive year ends. Thus we may think 
of plant and equipment as representing 
not so much a thing to see and admire 
as a bundle of future services which will 
become available for sale over an extend- 
ed period of time. Looked at in this 
way “depreciation expense” is an esti- 
mate of the “fixed asset services” which 
have been sold to customers during a 
year. 


PUZZLE 


“Suppose you were given $133,” said 
Mary’s Uncle John to Mary, “to be di- 
vided among your father, your mother 
and yourself. Suppose each of you is to 
get an exact number of dollars—your 
father the largest sum, and you the 
smallest. Suppose, finally, that the num- 
ber of dollars your father gets, multiplied 
by the number of dollars you get, is to 
equal the number of dollars your mother 
gets, multiplied by itself. How would 
you like to see the money divided?” 


Mary thought for a few moments. “‘It 
can only be divided one way,” she said. 
“I should get $19.” 

“Oh, no, Mary,” said Uncle John, “you 
could do much better for yourself than 
that.” 

What is the most Mary could get? 

(Submitted by a reader in Vancouver, 
B.C.) 

Editor's Note: We are running out of 
suitable puzzles for The Students’ Depart- 
ment. Contributions will be welcome. 


SOLUTION TO THE DECEMBER PUZZLE 


Source: Assembly of Fools (by Chaucer) 


Quotation: The life so short, the craft so long to learn, 
The trial so hard, so sharp the conquering. 


Words: i  Allonge 
ii Caveat emptor 
iii Saysu (says you) 
iv Defer 
v Psychic income 
vi Nifo 


vii Charge (opposite of credit) 


viii Moiety 
ix Allot 


x Hear Hear 

xi Horse (opera) 

xii SOS 

xiii Quote 

xiv Kathy (Archibald) 

xv N D (Not Deductible) 
xvi Cite 

xvii Thrall 


oe 
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CORRESPONDENCE 


Winnipeg, Man. 
Sir: May I voice my criticism of one part of 
the solution to Accounting III, Question 1, 
of the Final Examination, October 1952 pub- 
lished in the November 1953 issue of your 
magazine. 

I quote part 2 of the answer, “Deprecia- 
tion based on replacement cost will provide 
additional funds for the replacement of equip- 
ment in times of rising prices”. 


To the best of my knowledge depreciation 
has never been a source of funds to a com- 
pany. If it were there would be fewer bank- 
rupt companies than there are. 

It is careless thinking of this type that costs 
students many marks in the examination. I 
regret that it should be found in published 
solutions. 

KENNETH E. GRAY, C.A. 


Professor Paton on the Theory of Depreciation 


“| .. The funds acquired during any per- 
iod, in other words, are determined by the 
amount and price of the product sold during 
the period, in a market situation reflecting the 
entire array of demand and supply influences 
— not simply the recorded costs of the particu- 
lar producer. If the amount .of funds received 
and available for use could actually be affected 
by cost computations, there would surely never 
be any lack of funds in any business enter- 
prise; all that would be necessary to increase 
funds to any desired point would be to in- 
crease recorded costs. No one, of course, 
would take this position, but a lot of people 
— including accountants — talk as if that were 


their idea in discussing the need for increas- 
ing depreciation charges. What they really 
must mean is that if the depreciation charges 
were increased, the reported net income would 
be reduced and this would tend to encourage 
retention of funds in the business that might 
otherwise be disbursed as dividends. Put in 
this way, the proposition makes sense, but it 
also has much less force than is suggested by 
the misleading use of the word ‘provide’. That 
is, the problem is primarily one of adminis- 
tering such funds as do become available, not 
one of augmenting the total flow of funds into 
the enterprise.” 


—wW. A. Paton in “Depreciation and the Price Level, 
A Symposium” The Accounting Review, April 1948 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect the per- 
sonal views and opinions of the various contributors. They are designed not as models for 
submission to the examiner, but rather to provide such discussion and explanation of the 


problems as will make their study beneficial. 


solutions published. 


The editor will welcome discussion of the 


PROBLEM 1 
Final Examination, October 1952 
Accounting III, Question 3 (20 marks) 


Following several years of increasing financial difficulties the financial position of the 
C Co. Ltd. appeared as follows as at 30 June 1952: 
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THE C CO. LTD. 
BALANCE SHEET 





30 June 1952 
ASSETS 
Current assets 
Pie Wi AMINE IE RID IOI oasis ccssecenscesscncsiusssacacnecsancostene $ 1,000 
I ar NI nS Bs a ascidian $ 89,000 
Less allowance for doubtful accounts ...............00.00:c0000 11,000 
78,000 
Nas OEE? 5 oe coc cvi ccs cso yasevasvearescheosescossteres Sanne : 500 
RRND END AIUD Bice 8 Fa Fo ac cchsssastaenastausvnesnvanes 20,000 
Prepaid expenses and accrued revenue ...............0..00... 1,425 
Investment 
SEND PRUNE AITO MS HORNS ssc sskcSés ssskchenesnkcssseniatssstcnssenee 
Fixed assets 
asda Sheunbesav 30,000 
Buildings 60,000 
Less accumulated depreciation ........................00.-sssessssees 18,000 
ae 42,000 
DUR RCHAAICTY ON COAT on. ns esc nsssossseensosessososesess 120,000 
Less accumulated Gepreciation ............00........0ses0scesseseseess 90,000 
—— 30,000 
| De Rc Sa EES ete een Oe a eR ANS CRE OT 
LIABILITIES 
Current liabilities 
ANGIE NN oc sh lacnseais sad abcdeo bch Vooteeessboes $ 160,000 
ERE NC a SOE SS enor eee ears Ree ee eee tee ee 20,000 
LISS ERS erate irae ene ve eee ene eget Pour oeE 5,000 
SUN NID ENN So oe a 3 Greats seek 7,000 
SI SN 3a a a alent ca pndeisb vende skovies 1,900 
SIU INI 9609.5 Siesae nas Vag nsssta sai comais Een 
Capital 
PRON INN es sooo cone ees ease Neshiciyevasrco bea mS 60,000 
RON pte ee SA NE a tne sssbvbenSec 38,975 


Contingent liability: Notes under discount $750. 


$ 100,925 


10,000 


102,000 
20,000 


$ 232,925 


193,900 
18,000 


21,025 


$ 232,925 


The following information relates to the figures contained in the above statement: 
(a) Prepaid expenses and accrued revenue include prepaid insurance $1,350 and 


accrued interest on notes receivable $75. 
(b) Accrued expenses are made up of— 


ORE HACE G RV BISOS iscsi ibid edicsscscacsnsssscssdsévseense $1,200 
MOCHUPA Mumicinal CAKES: ............:cs0isccc.ccccseseeesese. 200 
accrued mortgage interest ...................ccccscsseseeees 400 


accrued interest on notes ............. iniieiniitnshescenecaniins 100 
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(c) It is expected that the allowance for doubtful accounts will prove to be only 80% 
of the loss on realization of the $89,000 accounts receivable. It appears that the 
notes receivable will be paid in full. 

(d) Arrangements have been made with another firm to dispose of the inventories on 
the basis of 80% of cost with the exception of $1,000 of special parts included in 
the finished goods which will realize only $50 as scrap. 

(e) The market value of the shares of D Co. Ltd. is $120 per share. Of these shares 
25 are pledged as security for the notes payable and the remaining 75 are in the 
company’s safety deposit box at the bank. 

(f) An appraisal of the fixed assets completed early in June showed the following 
estimated market values — land $40,000 — buildings $25,000 — machinery and 
equipment $16,000, included in which is one machine for $3,000 which is being 
purchased under an instalment contract. The unpaid instalments are included in 
accounts payable in the amount of $800. 

(g) The bank loan is secured by an assignment of the accounts receivable and the land 

and buildings are security for the mortgage. 

Early in July the bank advised that a cheque for $200 included in the deposit of 

30th June had been returned N.S.F. and the notes under discount, which all 

matured 5th July, were paid in full with the exception of one for $100. 
(i) No dividends have ever been paid and the deficit account represents net losses 
from operations. 

Required 
(a) A statement of affairs. 

(b) A deficiency account. 


(h 


~— 


A SOLUTION 


(a) THE C CO. LTD. 
STATEMENT OF AFFAIRS 
30 June 1952 


Expected 
Book to 
Value ASSETS Realize 
Assets pledged to fully secured creditors 
$ 30,000 Land 
42,000 Buildings 
a a $ 65,000 
Less—mortgage payable oo... eee $ 18,000 
accrued mortgage interest ................. 400 18,400 $ 46,600 
78,000 Accounts receivable 
RESUIMIMOO, GS POMNIBE | occ siscsssacecicnescccbingecianses 75,250 


Piss MN DRE iL scchestesssootaiwvarscceioasaeealees 20,000 55,250 


30,000 Machinery and equipment 
SPER UNED <0) FOUN IEE 5 ccc citi icc scciaee ch 16,000 
Less instalment contract .............000..... BS tate 800 15,200 











1,000 


20,000 


10,000 


500 

75 
20,000 
1,350 


$232,925 


Value 
$ 1,200 


200 
7,000 


18,000 
400 
20,000 
800 


5,100 


159,200 


21,025 
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Assets not pledged to fully secured creditors 





Cash 
Estimated to realize ($1,000—$200 NSF) 800 
Inventories 
Estimated to realize 80% of $19,000 ........ 15,200 
SRNR eee eat ee es ee Spee bec ne eaaeseisoe rose 50 15,250 
Investments—less pledged to partly 
III Oreo coe ee 9,000 
PSNI RIMINI cc Polo trate staadisss parccclcaencchcs 500 
Interest accrued on notes receivable ................ 75 
Goodwill 
Prepaid insurance 
MRI PE IN 6 ysis da cocn cs vasvacsctnoneastacdessasess $ 142,675 
Less liabilities—preferred claims .................... 8,400 
RR RIN TRIN ot ie sac cn ms ca perce 134,275 
TDRRCIPTICY “EO EOUIOOTS 5.5.0.0 0.00 sncessseneisstessoceses 27,125 
$ 161,400 
Expected 
to 
LIABILITIES Rank 
Preferred claims 
Accrued wages 
Accrued municipal taxes 
Taxes on income 
deducted preferred claims contra 
Fully secured claims 
Mortgage payable 
Accrued mortgage interest 
Bank loan 
Instalment contract 
Partly secured claims 
Notes payable and accrued interest ........... $ 5,100 
Less investments ........ 3,000 $ 2,100 
Unsecured liabilities 
Accrued liabilities 
SS ee $ 160,000 
EMSS MOOREA | casccsccovsss en rome ee AARON 800 
159,200 
Plus notes receivable discounted unpaid .... 100 
159,300 $ 159,300 


Capital stock and deficit 


$ 161,400 
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(b) THE '¢ CO, LED: 
STATEMENT OF DEFICIENCY ACCOUNT 
30 June 1952 








Operating losses, net ................ was “BOOSTS. “Capital S00 eviccccicccccns. 6000 

Note under discount not honoured 100 Gains on assets: 

Shrinkage of assets: EONS NOS. sorssssstnseneheklennn 2,000 
MBN RI secs S isteasecncsaecs! 200 Deficiency to creditors .................... 27,125 
Accounts receivable .................... 2,750 
BUEN INURE = 3 )icsdespeccciciciecdcstixs 4,750 
Prepaid insurance ........................ 1,350 
Land and building ...................... 7,000 
Machinery and equipment ....... 14,000 
MEIER, sei earn ns 20,000 

$89,125 $89,12 


EXAMINER’S COMMENTS 


In most cases a fair answer was submitted. Some candidates confused a deficiency 
account with a statement of affairs; and some did not understand the form in which a 
statement of affairs and a deficiency account should be presented. 


PROBLEM 2 
Final Examination, October 1952 


Auditing I, Question 1 (15 marks) 

In his audit of the A. Co. Ltd. for the current year CA has discovered that A, B and C, 
the shareholders of the company, have been selling privately merchandise purchased by 
the company and pocketing the proceeds. CA is convinced, after investigation, that this 
practice has been going on for at least the past two years. 

CA has, for a number of years, been making up the personal tax returns for A, B and C 
as well as for the company. A, B, and C have not disclosed any such receipts on their tax 
returns. 

Required: 

What should CA do in these circumstances assuming: 

(a) A, B, and C deny such practices and 

(b) A, B, and C admit the allegation and agree to co-operate fully with CA? 


A SOLUTION 

(a) Where A, B, and C deny such practices 

CA should obtain legal opinion in writing as to his position as auditor and as to his 
client’s position. Assuming the legal advice confirms his suspicions, CA should include the 
results of his investigation in his report and make reference to it on the -balance sheet of 
the A Co. Ltd. 

CA must then resign and refuse to do further tax returns either for the A Co. Ltd. 
or for A, B, and C personally. 
(b) Where A, B, and C admit the allegation and agree to co-operate fully with CA 

CA will have the books of the A Co. Ltd. corrected and will compute revised profits 
for the company. Along with the company’s solicitor he should attend at the office of 
the Department of National Revenue to discuss with the Department officials the tax liability 
of the company; and he should include such tax liability in the balance sheet of the company. 
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Along with the solicitor for A, B, and C, CA should discuss the personal income tax 
liability of A, B, and C with officials at the Department of National Revenue. CA should 
then submit amended tax returns for each of A, B, and C. 


PROBLEM 3 


Final Examination, October 1952 
Auditing I, Question 4 (15 marks) 


The D Co. Ltd. is a small manufacturing concern employing 150 persons in the factory. 
All factory and office employees are paid weekly in cash. Time clock cards are provided 
for all employees and cards record times of arrival at and departure from the plant. Factory 
employees are paid on an hourly basis and other employees on a weekly basis. 


The personnel manager notifies the payroll clerk of name, date and job classification 
of employees hired and of employees released. 


The time clock cards are designed to show regular and overtime hours worked, gross 
pay, details of deductions and net pay. The employee signs the card when he receives his 
pay envelope. 

At the end of each week the payroll clerk picks up the time cards from the rack and 
inserts new cards for the following week. The payroll clerk makes up the payrolls after 
computing hours worked and the various deductions. Wage rates and salaries are set out in 
an approved table of wage and salary rates. The factory payroll is signed by the factory 
superintendent and the office payroll by the office manager. 


The payroll clerk secures a cheque, payable to himself, for the net pay owing. After 
filling the pay envelopes he distributes them to the employees. 
Required: 
(a) Describe three methods of payroll fraud which could be perpetrated in the D. Co. 
Ltd. (Do not give variations of the same method.) 
(b) What are the deficiencies in the system of internal control which allow each of the 
frauds you describe to be perpetrated? 
(c) What audit procedures would reveal each of the frauds you describe? 


A SOLUTION 
(a) Methods of payroll fraud which could be perpetrated im the D Co. Ltd. 


1. A card for a fictitious person or an ex-employee is punched, extended, and the 
amount included in the total for which the cheque is issued. The payroll clerk pockets the 
pay and signs the fictitious name on the card. 

2. The payroll clerk overstates the total of the payroll either (i) by overstating amounts 
due to one or more employees or (ii) by simply overstating the total of the cards as recorded 
on the payroll. 

3. The payroll clerk does not record unclaimed wages and pockets them. 

4. The payroll clerk may not record deductions such as income tax or he may record 
only part of them, amd pocket the amounts. 

(Editor’s note: A description of three methods of payroll fraud only, was required by 

the problem.) 
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(b) Deficiencies in the system of internal control which allow the above methods of fraud 
to be perpetrated 

1. To prevent this type of fraud there should be a division of labour with separate persons: 

(i) extending and adding the cards 

(ii) entering the cards on the payroll with the deductions 

(iii) verifying the personnel records with the payroll 

(iv) drawing the payroll cheque 

(v) filling the pay envelopes, and 

(vi) handing out the envelopes. 

The factory superintendent and office manager should bear in mind that fictitious or ex- 
employee names may be included when they scrutinize the payroll. 

2. To prevent this type of fraud all of the precautionary measures just mentioned are 
necessary and different people should double check the payroll extensions and additions. 

3. To prevent this type of fraud two people should be present when the employees are 
paid and unclaimed envelopes should be returned to the accounting department. The pre- 
cautionary measures mentioned in 1 above are also necessary. 

4. To prevent this type of fraud the worker should be given a statement of earnings, 
deductions, and net pay. All such statements should be prepared by someone other than 
the person disbursing the cash and should be proved in total with the payroll. The 
precautionary measures mentioned in 1 above are also necessary. 

(c) The audit procedures which would reveal each of the frauds 

1. (i) matching personnel department records with payroll department records; 
(ii) observing a pay. 

2. (i) adding the payroll sheets; 
(ii) checking the extension and addition of the cards. 

3. (i) observing a pay; 
(ii) follow-up on the disposition of unclaimed pay. 

4. (i) Check T D — 1’s against the payroll. 


PROBLEM 4 
Final Examination, October 1952 
Auditing I, Question 5 (15 marks) 


The assets of E Ltd. as at 31 Dec. 1951 include an investment in F Ltd., at cost, of 
$200,000 and during the year then ended dividends of $75,000 were received from F Ltd. 


You have recently been appointed auditor of E Ltd. which was incorporated under the 
Companies Act, 1934, (Canada), and you will make your first report to the shareholders 
on the financial statements for the year ended 31 Dec 1951. F Ltd. is audited by other 
chartered accountants. The treasurer of E Ltd. informs you that the investment in F Ltd. 
was acquired in 1947 and that such investment represents 75% of the outstanding share 
capital of F Ltd. 

Required: 

(a) What supporting evidence and information would you require in respect of the 

dividends received from F Ltd.? 

(b) Assuming that consolidated statements are not issued as at 31st December 1951, 
what information respecting the profits or losses of F Ltd. is required to be re- 
ported to the shareholders of E Ltd. under the provisions of the Companies Act? 
What other information on the investment in F Ltd. would ir be desirable to disclose? 

(c) State, with reasons, three points which should be considered in deciding whether 
E Ltd. should issue consolidated statements. 
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A SOLUTION 


(a) Supporting evidence and information required in respect of the dividends received from 

F Lid. 

The auditor would require production of the share certificates covering the investment 
in F Ltd. He would ascertain that $75,000 is the correct amount of the dividend from a 
signed copy of the audited statements of F Ltd. together with the report of the auditor of 
F Ltd. for the 1951 business year. He must determine whether the dividends represent income 
or a return on investment. He would be wise to secure copies of the audited statements of 
F Ltd. since the date of the acquisition of an interest in it by E Ltd. (1947). 


(b) Information respecting the profits or losses of F Ltd. required to be reported by the 

Companies Act, assuming consolidated statements are not issued 

(i) How and to what extent provision has been made for losses of F Ltd. either in 
the accounts of F Ltd. or of E Ltd. or of both E Ltd. and F Ltd.; 

(ii) How and to what extent losses of F Ltd. have been taken into account by the direc- 
tors of E Ltd. in arriving at the profit or loss of E Ltd. [The usual form of the 
report is, “As required by the Dominion Companies Act, 1934, section 114, we 
report that the profit earned by the subsidiary company for the year . . . has 
been included in the attached accounts only to the extent of the dividends 
declared and received by the company.”]; 

(iii) the amounts, if any, by which E Ltd. has failed to provide for losses of F Ltd.; and 

(iv) the amount, if any, by which E Ltd.’s recorded income from F Ltd. exceeds the 
profits of F Ltd. 

Apart from the statutory requirements it would be desirable to show the market value, 
if any, of the investment in F Ltd., or at least the book value. It would be desirable to show 
the amount by which E Ltd’s share of the earnings of F Ltd. since acquisition has exceeded 
the dividends received. If there is any qualification in the report of the auditors of F Ltd., 
particulars of the qualification should be disclosed. 

(c) Points which should be considered in deciding whether E Ltd. should issue consolidated 
statements 

(i) The parent company may not wish to disclose information on the profitableness 
of its investment in the subsidiary. 

(ii) The type of business engaged in by the subsidiary may be so different from that 
of the holding company that consolidation would only confuse readers of the 


balance sheet. 
(iii) The business year end dates of the parent and the subsidiary may not be the same. 
(iv) Consolidation tends to obscure information about a strong or a weak subsidiary. 
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THE TAX REVIEW 


Melville Pierce, B.A., LL.B., Editor 


JANUARY 


RECENT TAX CASES 


St. Catharines Flying Training School Ltd. v. M.N.R. 
(Exchequer Court of Canada,*Thorson P., November 17, 1953) 


Non-profit Association — Exemption from tax — Flying school incorporated to 
train wartime pilots — Whether an “association” — Whether purposes ‘‘non- 
profitable” — Whether any benefit inured to stockholders — IWTA s. 4(h) 


Appellant was incorporated as a pri- 
vate company in 1940 under Part I of 
the Dominion Companies Act, 1934, its 
stated object being to conduct a school 
for training pilots under the British 
Commonwealth Air Training Plan. This 
was in accordance with the government 
policy to entrust the elementary training 
of pilots under the Plan to schools spon- 
sored by Canadian flying clubs, and such 
schools were required to be incorporated 
under Part I of the Dominion Companies 
Act and be supplied with a minimum 
capital of $35,000. Appellant, which 
was sponsored by the St. Catharines Fly- 
ing Club, obtained the necessary capital 
from donations by business organizations 
in St. Catharines and only 12 shares 
were issued, one to each of the 12 di- 
rectors who subscribed $5 each. Six 
of the directors were members of the 
executive of the St. Catharines Flying 
Club and six represented the donor com- 
panies. At the request of a leading mem- 
ber of the executive of the Club appel- 


lant’s letters patent specifically prohibited 
appellant from declaring dividends or 
distributing any profits during hostilities 
or while required to carry on elementary 
training under the Air Training Plan. In 
November 1940 appellant’s directors exe- 
cuted a declaration of trust providing 
that the amounts contributed by the don- 
ors, $37,850, should be held in trust for 
the donors without interest and that the 
shares should be held in trust for the 
Club so that it might receive any sur- 
plus. The directors received no remuner- 
ation for their services. Upon its incorp- 
oration appellant entered into a contract 
with the King to carry out the training 
of RCAF personnel until March 31, 
1943, later extended to March 31, 1945, 
and the extension contract provided that 
any amounts retained by appellant should 
be held in reserve until the termination 
of the contract and then be paid to a 
flying club approved by the Minister of 
National defence, failing which it should 
revert to the Crown. The St. Cath- 


Articles and cases in The Tax Review are cited by reference to the year and Part in which 


the case or article appears. 


Two Parts will be published each year: Part I comprises 


the issues of The Canadian Chartered Accountant from January to June, and Part II the issues 
from July to December. 
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arines Club was, however, twice refused 
approval by the said Minister on the 
ground that the interests of the Depart- 
ment of National Revenue required pro- 
tection. The payments made by the 
government to the schools for their ser- 
vices were very generous in order to 
ensure funds for the revival of the flying 
clubs after the war, and as a result on 
the termination of the extended contract 
appellant had on hand a surplus of 
$83,000, in respect to which it was 
assessed to excess profits tax and income 
tax for the years 1941 to 1945 both 
inclusive. Appellant appealed to the 
Exchequer Court of Canada. 


Held, appellant was entitled to exemp- 
tion from tax in respect of the surplus 
under IWTA s. 4(h) as being an as- 
sociation organized and operated solely 
for non-profitable purposes, no part of 
the income of which inured to the bene- 
fit of any stockholder or member. 


(1) The word “association” in s. 
4(h) included a company incorporated 
under Part I of the Dominion Companies 
Act. 


(2) The term “non-profitable pur- 
poses” in s. 4(h) means purposes that 
are carried out without the motive or in- 
tention of making a profit, and appel- 
lant’s purpose was the conduct of a 
school for the elementary flying training 
of prospective pilots and it had no other 
purpose. It was immaterial that appel- 
lant did make profits. 


(3) It was not intended that any of 
appellant's shareholders or members 
should ever receive any portion of its in- 
come or any benefit from it and it was 
impossible that they should ever do so. 
Hence no part of appellant’s income in- 
ured to the benefit of any stockholder or 
member within the meaning of s. 4(h). 


Appeal allowed 


TO OUR READERS 


In consequence of the incorporation of The Tax Review with The 


Canadian Chartered Accountant the deadline for the December and January 
issues of The Tax Review virtually coincided, with the result that this issue 
of The Tax Review is somewhat smaller than usual. 





Perras v. M.N.R. 
Johnson v. M.N.R. 
(Exchequer Court of Canada, Cameron ]., November 20, 1953) 


Undistributed Income on Hand — Winding-up — Deemed Dividend — Question 
of fact — IWTA s. 19(1) 


The Commercial Hotel Ltd. was in- 
corporated in British Columbia in 1927 
and carried on a hotel business in leased 
premises in Vancouver until its assets 


were sold in 1947. In 1945 the com- 
pany was assessed to tax under IWTA 
s. 47 on alleged receipts of $30,773 from 
the sale of beer during the years 1939 
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to 1943 which were not disclosed in its 
books of account or its tax returns for 
those years, and the assessments were up- 
held on appeal by the Exchequer Court 
of Canada (O’Connor J.) on the ground 
that the company had failed to satisfy the 
onus upon it of proving that they were 
incorrect. While that appeal was pend- 
ing the principal shareholder died and 
the remaining two shareholders disposed 
of the business by selling it for $81,223 
to another company, the sales price cov- 
ering (a) furniture and equipment, 
valued at $17,500, (b) a beer licence, 
(c) goodwill, (d) the name “Commer- 
cial”, and (e) the lease of the hotel 
premises. The proceeds were paid to the 
company’s solicitors to hold pending the 
outcome of the appeal, and when judg- 
ment was pronounced the company’s so- 
licitors paid the amount of the judgment, 
covering the arrears of income tax, inter- 
est thereon, and costs, in the sum of $23,- 
661. In February 1948 the company re- 
solved to wind up its affairs and a liqui- 
dator was appointed who took over the 
remaining assets, paid the debts and ex- 
penses and distributed the balance of 
$51,000 to the shareholders. The Min- 
ister, on the basis of the books of the 
company and the judgment of O’Connor 
J., thereupon assessed the shareholders to 
tax under IWTA s. 19(1) on the foot- 
ing that the company had $17,218 un- 
distributed income on hand which must 
be deemed to have been distributed to 
them in the course of the winding-up. 
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Section 19(1) provides: 

On the winding up, discontinuance or 
reorganization of the business of any in- 
corporated company, the distribution in any 
form of the property of the company shall 
be deemed to be the payment of a divi- 
dend to the extent that the company has 
on hand undistributed income. 

Held (reversing the judgment of the 
ITAB (Mr. Monet), [1953] Tax Rev. 
52), the company did not have any un- 
distributed income on hand at the time 
of the winding-up, and the shareholders’ 
appeals must be allowed. The question 
what undistributed income a company 
has on hand is a pure question of fact 
and is not to be determined by showing 
what it should have had on hand but 
by what it actually did have on hand. 
The words ‘“‘on hand” mean “in the pos- 
session or control of” and so available 
for distribution, and in computing what 
is on hand there should be taken into 
account disbursements and losses which 
may have lessened the amounts of the 
profits held in reserve. Whatever the 
reason for the non-appearance in the 
company’s books of the $30,773 receipts 
from the sale of beer during the years 
1939 to 1943, the evidence clearly 
showed that any undistributed income 
which the company may have had on 
hand was completely wiped out when the 
company paid the judgment of $23,661, 
and that there was not at the time of 
winding up any undistributed income on 
hand. 

Appeals allowed 
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INCOME TAX APPEAL BOARD CASES 


Fabio Monet Esq., Q.C. (Chairman), W. S. Fisher Esq., Q.C. 
and R. S$. W. Fordham Esq., Q.C. 


Fidelack v. M.N.R. 


Capital Cost Allowances — Life tenant 

of farm — No right to capital cost al- 

léwances unless prescribed by will — 
ITA 5s. 58(6A) 


Appellant’s husband died in 1950 and 

by his will devised a life estate in his 
farm to appellant, remainder to his nine 
children. Appellant and one Z were 
named executors of the will. Since tes- 
tator’s death appellant operated the farm 
and in reporting the income therefrom 
for 1951 claimed capital cost allowances 
on the buildings, implements and equip- 
ment of the farm. The Minister dis- 
allowed the deduction, apparently in re- 
liance on ITA s. 58(6A) which provides 
that a beneficiary of an estate who is en- 
titled to the property of the estate at 
some future time may deduct from his 
income from the estate such part of the 
permitted capital cost allowances as the 
estate may determine, and that the capital 
cost allowances claimable by the estate 
shall be reduced accordingly. The Min- 
ister was of opinion that since the will 
did not specify a reserve for depreciation 
to be set up by the executor, appellant 
was entitled to all the income and as 
she had no interest in the capital of the 
estate she was not entitled to a deduction 
for depreciation. ; 
Held (Mr. Fordham), since no fund had 
actually been set aside by the executors 
for depreciation purposes, appellant had 
no right under the Act to deduct depre- 
ciation. Moreover the money sought to 
be deducted was income in her hands. 
Re Robertson [1952] O.R. 283, referred 
to. 


Sask, Nov 2, 1953 Dismissed 


Editor’s Note: This commentator is at a loss 
to understand the relevance either of s. 
58(6A) which is concerned with the appor- 
tionment of capital cost allowances between 
trustee and beneficiaries and not with the 
tight to capital cost allowances, or of the 
Minister’s view that a life tenant who carries 
on a business has no right to capital cost 
allowances. Parliament in its wisdom has 
declared (ITA s. 11(1)(a)) that a taxpayer 
is entitled to a deduction in computing his 
income of such part of the capital cost to 
the taxpayer of property as is allowed by 
regulation, that (ITA s. 20(6) the capital 
cost of property acquired by gift, bequest or 
inheritance shall be deemed to be the fair 
market value thereof at the time of acquisi- 
tion, and (Part XI of the Regulations) that 
certain specified deductions shall be allowed 
to a “taxpayer” in computing his income 
from a business or property. Nowhere in the 
Act or in the Regulations is there any provi- 
sion excluding a taxpayer who happens to be 
either a life tenant or an executor of a will 
from the rights conferred by the above sec- 
tions if he otherwise qualifies, as the appel- 
lant does in this case (whether as life tenant 
or as one of the executors). If appellant, 
as executrix of her husband’s will, deducts 
depreciation in respect of the estate assets she 
does so, of course, in the interests of the 
remainderman, and is obviously accountable 
to them for the amount deducted, but the 
rights and responsibilities of life tenant, 
executors and remainderman to one another 
in respect to sums withheld for preservation 
of the corpus of an estate will be decided in 
accordance with the laws of the Province and 
not of the Dominion. The ratio of this judg- 
ment appears to be that a capital cost or 
depreciation allowance which is charged 
against revenues in determining profits must 
be kept in a separate fund. If that principle 


were applied universally the claims for cap- 
ital cost allowances would shrink to virtually 
nothing. 
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Beardmore v. M.N.R. 


Alimony — Separation agreement calling 
for payments to children on wife's death 
— Deductible — 1.T.A. 5. 11(1) (j) 


In 1939 appellant executed a separa- 
tion agreement with his wife whereby he 
covenanted to pay her a monthly sum for 
her life and in the event of her prede- 
ceasing him to pay to the two children of 
the marriage (born in 1912 and 1925 
respectively) the monthly sum of $125 
each. Appellant's wife died in Septem- 
ber 1950, and thereafter appellant made 
the monthly payments stipulated by the 
agreement to his two children, and in 
his tax return claimed a deduction of the 
amount so paid under ITA s. 11(1) (j) 
which provides: 

11(1) . . . the following amounts may be 
deducted in computing the income of a 
taxpayer for a taxation year 
(j) an amount paid by the taxpayer in 

the year pursuant to a decree, order 
or judgment of a competent tribunal 
in an action or proceeding for divorce 
or judicial separation or pursuant to 
a written separation agreement as ali- 
mony or other allowance payable on a 
periodic basis for the maintenance of 
the recipient thereof, children of the 
marriage, or both the recipient and 
children of the marriage, if he is liv- 
ing apart from the spouse or former 
spouse to whom he is required to 
make the payment. 

Held (Mr. Monet), it was clear from 

the terms of the separation agrcement 

that the sums paid the two children were 
for their maintenance, and they were 

accordingly deductible under ITA s. 

11(1) (j). 

Ont, Nov 6, 1953 Allowed 


Editor’s Note: The Minister’s view, which 
the learned Judge rejects, is obviously that 
s. 11(1)(j) contemplates that the payment 
is made to the spouse or former spouse of the 
payor, a view which would seem to be subs- 
tantiated by the language of the enactment 
(1) that the payment must be for the main- 


THE TAX REVIEW 





57 


tenance of “the recipient thereof, children of 
the marriage, or both the recipient thereof 
and children of the marriage”, and (2) that 
the payor must be living apart from the 
spouse or former spouse to whom he is te- 
quired to make the payment. The former 
requirement suggests very strongly that in 
contemplation of the Legislature the recipient 
of the payment is not a child of the mar- 
riage, and the latter requirement speaks for 
itself. This view would seem also to be 
borne out by the corresponding provision of 
s. 6(d) which declares that amounts received 
as alimony or other allowance shall be in- 
cluded in computing the income of a tax- 
payer #f the recipient of the payment és liv- 
ing apart from the spouse or former spouse 
required to make the payments. In this case, 
the recipients of the payments are the payor’s 
daughters and, on the chairman’s construction, 
the requirement becomes meaningless. It 
may not be an irrelevant consideration that if 
the learned Chairman’s construction is correct, 
it will also create an exception from the 
specific provisions of the Act relating to the 
allowances and deductions permitted to a par- 
ent in respect of his children — a considera- 
tion which may also have a bearing on the 
intention of Parliament. 


Maritime Lumber Distributors Ltd. v. 
M.N.R. 


Doubtful Debts — Provision for uncol- 

lectible advances made by lumber opera- 

tor to finance suppliers — Part of busi- 

ness lending of money — ITA (1950) 
s. 11(1)(d) (ii) 


Appellant company was incorporated 
in Nova Scotia, having for its principal 
objects the buying, selling and processing 
of lumber, the lending of money and 
the guaranteeing of contracts, etc. Ap- 
pellant carried on business as a lumber 
wholesaler, buying lumber in Nova Sco- 
tia and New Brunswick and selling it 
in world markets. It obtained a con- 


siderable quantity of its lumber from 
small operators, such as farmers and 
fishermen who had small woodlots or 
stumpage rights, and who required to 
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be financed in order to carry on as their 
working capital was limited. Appellant 
company accordingly followed the prac- 
tice of advancing them money or accept- 
ing Bank drafts of three, six or eight 
months, the amounts depending on the 
quantities of lumber contracted for. In 
its return for 1950 appellant claimed a 
deduction of $17,700 as a reserve for 
uncollectible loans made as aforesaid, 
relying upon ITA s. 11(1)(d) (ii), 
which reads: 

Notwithstanding para. (a), (b) and (h) 

of subsec. (1) of s. 12, the following 

amounts may be deducted in computing 

the income of a taxpayer for a taxation 

year: 

(d) a reasonable amount as a reserve for 


(ii) doubtful debts arising from loans made 
in the ordinary course of business by 
a taxpayer part of whose ordinary bus- 
iness was the lending of money. 


Held (Mr. Fisher), the making of these 
loans or advances to lumber operators 
was an integral part of appellant's busi- 
ness, and therefore a deduction was al- 
lowable in respect of them under the 
above-quoted enactment, such a deduc- 
tion being specifically excepted from the 
prohibition against reserves contained in 
ITA s. 12(1)(e). Reid’s Brewery Co. 
v. Male (1891) 3 T.C. 279, per Pollock 
B. at p. 284, Charles J. at p. 287, ap- 
plied. 


N.S., Aug 24/53 Allowed 


113 v. M.N.R. 


Business or Employment — Radio actress 

engaged by sponsor — Whether relation- 

ship master and servant — Expenses not 

deductible from contractual remuneration 
— ITA (1949, 1950), s. 5 


Appellant, a professional actress who 
had been actively engaged as such on 
stage, screen and radio since 1934, de- 
rived by far the major part of her income 


during 1949 and 1950 from her employ- 
ment as an actress on a radio program 
under a contract with the sponsor there- 
of made in 1946 and subsequently ex- 
tended. The contract bound appellant 
to participate in a radio program which 
was broadcast five days a week, required 
her to forego any conflicting engage- 
ments on pain of cancellation of the 
contract and to take part in rehearsals 
as the sponsor might require. She was 
to receive as full remuneration for her 
services a specified sum per week subject 
to a proportionate deduction for any 
performance missed for any reason. The 
sponsor also had the right to suspend ap- 
pellant’s performance for not more than 
13 weeks upon notice, in which event no 
remuneration was payable to appellant. 
Held (Mtr. Fisher), the contract was one 
of service rather than one for services, 
and consequently appellant’s income 
thereunder was income from an employ- 
ment within the meaning of ITA s. 5, 
and therefore no deduction was allow- 
able from the remuneration for expenses 
incurred by her in the earning of it. 
There was a sufficient element of control 
exercisable by the sponsor over the per- 
formance by appellant of her duties to 
warrant a finding that the relationship 
between sponsor and appellant was that 
of master and servant. 


Aug 28/53 Dismissed 


122 v. M.N.R. 


Employment or Calling — Actress deriv- 

ing income from series of engagements 

—Test for determining whether employ- 
ment or business 


Appellant, a lyric and dramatic artist, 
who sang and played on the stage and 
radio during 1950, received remun- 
eration for her performances on the stage 
and radio from eleven different persons. 
Her receipts for the year were $3,077, 
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from which she claimed to deduct in re- 
porting her income for the year certain 
sums totalling $736 for photographs, 
artists’ union fee, dancing lessons, trans- 
portation and travelling, gowns and 
stage accessories. The Minister disal- 
lowed the deductions claimed on the 
ground that appellant’s income was from 
an office or employment, and that the de- 
ductions claimed were prohibited by ITA 
s. 5. Appellant, contending that her 
income was from a profession or calling, 
appealed. 

Held (Mr. Monet), the problem is to 
determine whether contracts entered into 
by an actress are contracts of service or 
contracts for services. Dealing with a sim- 
ilar problem under the British Income 
Tax Act, Rowlatt J. said in Davies v. 
Braithwaite, 18 T.C. 198 at p. 200, that 
the question is one of distinguishing be- 
tween earning a livelihood through ob- 
taining a post and staying in it, on the 
one hand, or a series of engagements 
and moving from one to the other, on 
the other hand—and that an actress’s life 
fell into the second category. Accord- 
ingly those expenses incurred by appel- 
lant for the purpose of earning the in- 
come of her calling as distinct from mere 
personal and living allowances were de- 
ductible. 


Oct 29/53 Allowed 


114 v. M.N.R. 


Assessments — Power of Minister — 
Farm Losses — Determination of chief 
source of income — Speedy assessments 
—Re-assessment — Whether duty to de- 
termine chief source of income impera- 
tive or permissive —ITA s. 13 

Appellant was a professional man who 
derived income from professional fees, 
director's fees, dividends and bank in- 
terest, and also operated a farm at an 
annual loss since 1945. In his tax re- 


THE TAX REVIEW 





59 


turns for 1949 and 1950 appellant set 
off the full amount of his farm loss in 
each year against his other income for 
each year and the Minister in each case 
assessed appellant to tax based on the 
net income as so reported by appellant. 
Subsequently, however, the Minister re- 
assessed appellant by disallowing all of 
the farm losses sustained in 1949 and 
1950 except $5,000 thereof in each year. 
Appellant appealed. 


Section 13 of the Income Tax Act as it 
stood at the time of the initial assessment 
for 1949 and 1950, provided: 

(1) The income of a person for a taxa- 
tion year shall be deemed to be not 
less than his income for the year from 
his chief source of income. 

(2) The Minister may determine which 
source of income or sources of in- 
come combined is a taxpayer's chief 
source of income for the purpose of 
this subsection. 


Subsequent to the initial assessments, 
but prior to the re-assessments, the fol- 
lowing subsection was added with retro- 
active effect: 

(3) Where a taxpayer’s chief source of 
income for a taxation year is neither 
farming nor a combination of farm- 
ing and some other source of income, 
his income for the year shall be 
deemed to be not less than his income 
from all sources other than farming 
after application of the rule in sub- 
section (1) minus the lesser of 
(a) one-half his farming loss for the 

year, or 
(b) $5,000. 

Appellant contended that the word 
“may” in subsec. (2) must be interp- 
reted as imperative rather than as per- 
missive, i.e., that the Minister is bound 
to make a determination as to the chief 
source or chief sources combined of a 
taxpayer’s income, and that in accordance 
with the maxim omnia praesumuntur rite 
et solemniter esse acta it must be pre- 
sumed that before making the initial as- 
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sessments the Minister had made the de- 
termination required by s. 13(2), and 
having done so was therefore functus of- 
ficio in respect of his power to make 
such determination: Pure Spring Co. v. 
MNR [1946] C.T.C. 169 per Thorson 
P. at pp. 196, 197. In any event, con- 
tended appellant, his farming operations 
were in fact one of his chief sources of 
income. 

Held (Mr. Fisher), the appeals must be 
dismissed. 

(1) As ITA s. 13(1) stood at the 
time of the initial assessments there was 
no imperative duty on the Minister to 
determine which source of income or 
chief sources combined was a taxpayer's 
chief source of income for the purpose 
of the section. 

(2) It is well-known that it is the 
practice of the Minister to make speedy 
assessments within a very short time of 
receipt of a taxpayer's return, and it 
would seem that the initial assessments 
for 1949 and 1950 were made in ac- 
cordance with this practice. In view of 
the large number of taxpayers in Can- 
ada for whom speedy assessments are 
made it is evident that it would be a 
practical impossibility for the Minister 
or his proper officials to make the de- 
termination called for by s. 13 within 
the time that elapsed between the filing 
of appellant’s returns for 1949 and 1950 


and the issuing of the speedy assessments. 


(3) As there was no imperative duty 
on the-Minister to make the determina- 
tion mentioned in s. 13(2) the maxim 
omnia praesumuntur rite et solemniter 
acta esse did not apply, and moreover 
the Minister in his reply to the notice 
of appeal expressly denied having made 
such a determination before making his 
initial assessments. 


(4) It follows that the onus is upon 
appellant to prove that the Minister did 
make the determination under s. 13(2) 
prior to the initial assessments, and in 
the absence of any evidence thereon it 
must be found that the Minister did not 
make the determination as alleged. 


(5) The evidence did establish that 
the Minister had made a determination 
under s. 13(2) prior to making his re- 
assessments, viz that appellant’s chief 
source of income for 1949 and 1950 was 
(1) director’s fees, (2) professional 
fees, and (3) dividends, and the appel- 
lant was notified thereof in the notices 
of re-assessment, 


(6) While the Minister's determina- 
tion under s. 13(2) is open to review by 
the Courts the Courts will only disturb 
his finding if he acted on a gross miscon- 
ception of the facts or erred in law, and 
such was not the case here. 
Sep 2/53 


Dismissed 





